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Editorial Comment 

BANKERS AT NEW ORLEANS 
EKTURNING delegates from last month’s conven- 
R tion of the American Bankers Association at New 
Orleans were almost unanimous in characterizing 
this year’s convention as the most cheerful and the most 
hopeful of any since the Depression. While it was rec- 
ognized that there are still many obstacles in the path of 
banking prosperity it is now felt that the banks can go 
forward with the assurance that neither public distrust nor 
Governmental obstacles will hinder their legitimate develop- 

ment. 

This feeling was well expressed by the retiring presi- 
dent, R. S. Hecht, chairman of the board of the Hibernia 
National Bank in New Orleans who stated that all signs 
pointed to the fact that we were “re-entering normal times.” 


He did not look for “anything remotely resembling a boom” 
but felt that we had turned that proverbial corner and that 


the growth and progress of America, retarded by the events 

of the past five years, will be resumed, and the problems and 

difficulties which still are facing us will be conquered as were 

similar obstacles in the past. For the new responsibilities 
and opportunities which this new era will bring with it for the 
business of banking we are, I am sure, well prepared. The 
drastic ordeal of the long depression and the recent legislation 
have purged banking of the major sources of its weaknesses, 

and certainly the bankers who have survived the trials and 

tribulations of the past few years will have the courage and the 

ability to meet whatever problems may lie ahead. 

This increased cheerfulness perhaps accounts for the 
greater lavishness of this year’s’ entertainment program 
and the restoration of the grand ball which has been absent 
for several years. Breakfasts, luncheons, dinners and teas 
were numerous and all were well attended. And surely 
New Orleans was a perfect setting for a resumption of 
interest in the “gastronomic arts.” 

An unanticipated happening was the election of Orval 
W. Adams of Salt Lake City as second vice-president in 
spite of the fact that E. G. Bennett of Ogden, Utah, was 
nominated by the nominating committee. Mr. Adams was 
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placed in nomination from the floor of the convention and 
it was decided to vote by secret ballot. Before the balloting 
got under way, however, Mr. |Bennett withdrew his name 
and Mr. Adams was declared elected. This election was 
interpreted by some observers as being a slap at the New 
Deal since Mr, Bennett is a business associate of Marriner 
S. Eccles, chairman of the board of governors of the Fed- 
eral Reserve System. Mr. Adams, on the other hand, has 
been an outstanding critic of the Administration and has 
even gone so far as to urge his fellow bankers to refrain 
from the further purchase of Government bonds until the 
budget is balanced. Others felt that Mr. Adams’ election 
was a triumph of “unit banking” over the “chain” variety 
since Mr. Adams calls himself a “hayseed” banker and 
Mr. Bennett is identified with chain and branch banking. 
However one may interpret this “revolt,” it is unlikely 
that any serious breach in the association will ensue. 

Perhaps the most disappointing feature of the entire 
meeting was the absence of Senator Glass whose scheduled 
address at the first meeting of the General Session was 
vancelled on account of illness. The bankers were not only 
eager to hear what Senator Glass had to say but also wished 
to express their admiration and gratitude for the valiant 
fight which he waged for sound banking at the last session 
of Congress. 

President Roosevelt by wire and Jesse H. Jones of the 
Reconstruction Finance Corporation by voice urged the 
bankers to be more liberal in their loaning policy but neither 
gave any assurances as to how soon the Government pro- 
posed to withdraw its competition with the banks in the 
business of making direct loans. 





THE PROGRESS OF RECOVERY 
RACTICALLY all of the indications of business re- 


covery continue to be of a favorable character, and 

it seems to be the geneial opinion that the recovery 
now under way will not be seriously interrupted in the near 
future, although it is not quite clear what will be the effect 
of the national campaign now only a few months distant. 
Naturally, there is some diversity of opinion as to the 
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causes making for the restoration of business prosperity. 
Friends of the Administration attribute it to the policies 
instituted and carried out at Washington, while critics of 
the Administration insist that recovery is taking place in 
spite of the ill effects of these policies. Perhaps the true 
view is that, following every major depression there arises 
a deficiency of goods that must be supplied, and that what 
is now taking place is the filling of the void which the de- 
pression created. At any rate, controversy over the origin 
of the present recovery may well give way to thankfulness 
that substantial progress is being made toward better times. 

In noting the percentages of increase in the various 
indexes of business activity, two facts are worth noting. 
In the first place, comparisons are nearly all with years 
since the depression began, and not with the so-called 
normal years. And, in the second place, it is of exceptional 
significance that by far the highest percentage of recovery 
has taken place in the stock market. This may be ex- 
plained, in part, by the fact that liquidation in the stock 
market had been more nearly complete than in other lines. 
As speculation in securities had reached extreme limits just 
prior to the collapse in the autumn of 1929, the subsequent 
liquidation was correspondingly great. Further explana- 
tion of the sensational rise in the stock market may be found 
in the traditional theory that Wall Street always antici- 
pates business recovery, and is already putting up prices 
in advance of the actual arrival of prosperity. Possibly, 
also, what is taking place in the stock market may represent 
the coming tide of inflation about which Major Angas and 
others have said so much. 

The recovery under way is something in which all must 
take the greatest satisfaction with no disposition to cavil 
over its origin. That we are emerging from the depression 
is the important fact, and not the matter of who our rescuer 
may have been. 

There remains, of course, one disquieting element in the 
situation, and that is the persistence of unemployment on a 
large scale, and the consequent demand upon the public 
purse for relief. And the huge outlays for public works 
seem to have been largely ineffectual in bringing about the 
hoped-for reduction in unemployment. In time, as private 
enterprise gets more fully under way, more workers must 
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be employed, but speedy relief from this source cannot be 
expected. 

The causes that have hindered the resumption of private 
enterprise are worthy of the most serious consideration, for 
it is from this source rather than form Government activi- 
ties that lasting and solid recovery will finally be achieved. 





DIVERTING POLITICS 

ANKERS worried with the many serious problems 
B confronting them in the conduct of their institutions 

may find diversion and surcease from their cares by 
contemplating the plight of the Grand Old Party as it 
grids itself for the impending campaign. The banker who 
is incapable of extracting amusement (albeit of a sardonic 
character) from this situation must be somewhat lacking in 
a sense of humor. 

The dilemma of the Republicans does not arise from a 
lack of issues, but from a scarcity of available candidates. 
They have plenty of grounds on which they may “view with 
alarm” the things done by President Roosevelt, but when 
it comes to finding a candidate who can win sufficient elec- 
toral votes to put him in the White House, there’s the rub. 

Probably, if the Republicans could choose the man in 
their ranks best qualified for President, they would nomi- 
nate Mr. Hoover, but that he would be the most popular 
at the polls is far from being apparent. At present, though 
not an avowed candidate, Senator Borah seems to lead all 
other favorites. That he will be the Republican norminee 
hardly looks likely at this time. In fact, a careful scanning 
of the political horizon does not disclose anyone of sufficient 
strength to win in 1936. It is not surprising, therefore, 
that the Republicans are seriously considering looking out- 
side their own party ranks to find a political Moses to lead 
them into the promised land next year. At a Republican 
meeting in New York recently Former Governor Smith 
got more applause than any of the Republican favorite sons. 
What a reversal of sentiment this evidences will appear 
from the election returns of 1928. Still, it does not seem 
probable that the Republicans will nominate Governor 
Smith to lead them, and the same applies to other leading 
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lights among the exiled Democrats, although it would not 
be surprising to see the Republicans put Lewis W. Douglas 
up for Vice-President. 

Not only are the Republicans at sea concerning a candi- 
date, but they are considerably confused as to their plat- 
form. What will they do about the A. A. A.? They must 
hold the farmer vote. Colonel Frank Knox, one of the 
aspirants for the presidency, seriously proposes that the 
Segenneane adopt the identical platform which the Demo- 

crats adopted in 1932, and which, he claims, they have 
Senities: 

Another amusing element in the situation consists in the 
fact that it is generally conceded that the Republicans can 
win only if they choose their standard-bearer from the West. 
Presumably, the Democrats will select their leader from 
the East, as they did in 1932. 

In drawing attention to the amusing elements in our 
existing political situation THE BANKERS MAGAZINE does 
not intend to ignore the very serious problems with which 
the voter will be confronted when he goes to the polls in 
November, 1936. Grave issues will be presented for his 
decision. Not the least of these will be the financial position 
of the United States. And this is something of vital con- 
cern to the bankers who are large creditors of the Govern- 
ment. Unless disaster is to overtake us, the policy of spend- 
ing far in excess of income must be halted. Although this 
issue may lack popular appeal, its importance can hardly 
be exaggerated. 





CHINA AND OUR SILVER POLICY 


LAYBOYS at Washington who are responsible for 

the country’s stupid monetary policy have vouchsafed 

to an astonished and admiring world that they were 
raising the price of silver in order to give to China a greater 
share of the abundant life now so strikingly prevailing 
within the confines of the United States of America. The 
tragical results of this benighted attempt to help the Chinese 
are now so plainly apparent as to be fully recognized by 
all except those responsible for it. No hope can be enter- 
tained that they will ever learn anything respecting: money 
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from experience or otherwise. But China has learned some- 
thing, and as a result of bitter experience has been forced 
to discard silver and supplant it by paper. At least the 
attempt is being made, though it is not yet known how 
successful it will be, since among the Chinese there exists 
a considerable preference for hard money. 

Thus we have “helped” China to a paper currency as 
we have done with respect to Mexico, but with the im- 
portant difference that Mexico, being a large producer of 
silver, has profited immensely by the high price we are 
paying for the metal, while China is in no such fortunate 
position. 

Not only has our silver adventure proved exceedingly 
harmful to China, but has provoked hostility in Japan, that 
country not taking kindly to the new Chinese monetary 
policy. “Doing something for silver” evidently has _ re- 
percussions not foreseen by the authors of that fantastic 
scheme. 


THE FEARS OF INFLATION 


VEN at this early stage of what appears to be a new 
cycle of prosperity, misgivings are arising respecting 
the possibilities of an inflationary movement that 

may equal if not exceed that preceding the collapse of 1929. 
Already the stock market is showing signs of an advance 
hardly warranted by the recovery in production and trade. 
It is true that the volume of securities is so large that a 
total advance in values seemingly huge in proportion may 
take place with only a moderate advance in the prices of 
individual shares or bonds. 

No doubt there are solid grounds justifying the rise in 
security values from the low levels prevailing for several 
years. Most securities have been selling for a long time 
below their real value, and this fact, in addition to the 
moderate recovery in business, affords a plausible reason 
for the advance, and to this extent the rise in security prices 
may be regarded as of a healthful character. 

But apprehension is arising as to the influence of heavy 
gold imports and the enormous excess reserves of the banks, 
with the consequent low rate for money, and the inflationary 
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influence this may exert not upon the security market alone 
but on community prices as well. 

By increasing margin requirements on Stock Exchange 
loans, and by raising the reserves of member banks, this 
inflationary tendency may be checked. 'That action in this 
direction may shortly become necessary seems to be rec- 
ognized by the Board of Governors of the Federal Reserve 
System. Whether they will have the courage to restrain 
the benevolence of Santa Claus—that is another question. 





THE RECONSTRUCTION FINANCE 
CORPORATION 
HILE Jesse H. Jones, chairman of the Recon- 

struction Finance Corporation, is quite naturally 

disposed to take a roseate view of the operations 
of that organization, he appears to have reasons for his 
recent statement that the corporation will experience no 
actual loss, that is none that will not be fully provided for 
out of profits. 

This instrumentality was created under the Administra+ 
tion of President Hoover, and its operations have clearly 
justified its sponsor in taking the action he did for its 
formation. It has not only been of great help to the banks, 
but to many of the railways and other large corporations 
that must have suffered extremely but for its timely as- 
sistance. 

That only moderate losses will result from the huge 
outlays of the Reconstruction Finance Corporation is a 
gratifying evidence of two things: in the first place, this 
result could not have been achieved without sound and 
efficient management on the part of Chairman Jones and 
his associates; and, in the second place, the results achieved 
afford a striking testimonial to the general soundness of our 
large business concerns that have borrowed from the corpo- 
ration and have been able to repay in this era of depression. 

Mr. Jones, in a recent statement, had this to say of the 
banks of the country: 

“Our banking structure was never stronger than it is 
today. There is no service it may be called upon to render 
that it is not in a position to render.” 
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Social Security 


How the New Law Will Operate Under the Federal Act 
and Under the Various State Acts 


By HERMAN GLASSER 


This is the second of a series of three articles discussing the various problems which 
will arise in connection with the operation of the new so-called ‘“‘social security’ legisla- 


tion.—EDITOR. 


THE FEDERAL ACT 


HE Federal Social Security Act 

provides for three different plans 

of taxation all based on and meas- 
ured by wages paid. They differ in 
various respects. 

1. Tax to be paid by employe on 
wages received by him at the following 
rates: 

Per Cent. 
Years 
1938, 
1941, 


1937, 
1940, 
1943, 1944, 
1946, 1947, 
1949 and thereafter 


1939 
NOs acne anny 
1945 


This tax must be collected by the 
employer by deducting the amount at 
the time of the payment of wages and 
accounted for to the Government. 

All workers, manual as well as non- 
manual, are required to pay this tax 
except agricultural workers, servants in 
the home, casual workers, employes over 
65 years of age, officers and members 
of the crew of a vessel, employes of 
the Federal, State or local government, 
and employes of charitable organiza- 
tions. 

The tax is payable on the full amount 
of wages received except that after taxes 
have been paid by a worker in any 
calendar year on $3000 of wages no 
tax shall be payable on any excess re- 
ceived during the balance of the year. 

2. Tax on payroll to be paid! by the 
employer. 

The provisions with respect to this 
tax are identical with those applying 
to the tax described as “1” except that 
it is to be paid by the employer. 


3. Tax on payroll to be. paid by the 
employer. 
The rates of this tax are as follows: 


Per Cent. 


1938 and thereafter 


The employer is entitled to credit 
against this tax, all contributions made 
by him during the year under a State 
compulsory unemployment insurance act 
but not exceeding 90 per cent. of the 
amount of this tax. There are pro- 
visions whereby the employer gets the 
benefit of the full credit even though 
the contributions made to the State are 
less than 90 per cent., if such lower 
contributions are allowed by the State 
because the employer has succeeded in 
stabilizing employment in his establish- 
ment or has agreed to provide a certain 
required minimum of employment. 

This tax is payable by all employers 
who during the taxable year have had 
in their employ eight or more workers 
on each of twenty days during the year, 
each of said days being in a different 
calendar week. 

This tax is based on the total payroll 
excluding agricultural workers, servants 
in the home, officers or members of a 
crew of a vessel, parent of the em- 
ployer, children of the employer, under 
21 years of age, or husband or wife 
of the employer, employes of the Fed- 
eral, State or local government, and 
employes of charitable organizations. 

It will be noted that this tax differs 
in one very important respect from the 
tax described under “2.” There only 


341 





542 


the first $3000 of ‘wages is taxable. 
Under this provision the full amount 
of wages is taxable. 

Proceeds of none of these taxes are 
to be set aside for any specific purpose 
as is the case under the State Unem- 
ployment Insurance Law which will 
be discussed later. They are all to be 
paid into the Treasury of the United 
States as Internal Revenue collections. 

The law provides various benefits. 
The Federal Government undertakes to 
contribute a portion of the amounts dis- 
bursed by the states for certain specified 
forms of relief, and in addition various 
sums towards the cost of administering 
these different types of relief. 


OLD AGE BENEFITS 


The act creates old age benefits which 
is the only relief payable and admin- 
istered by the Federal Government. 
This benefit is in fact a form of an- 
nuity not differing greatly from that 


which can be purchased from a life 
insurance company. 
Beginning January 1, 
wage earner who is then over 65 years 
of age and has retired from employ- 


1942, every 


ment, and thereafter as a worker 
reaches that age, will be entitled to 
receive from the Federal Government 
a monthly payment depending on the 
amount of wages received by him after 
January 1, 1937, on which taxes were 
paid under tax plan “1” and “2” de- 
scribed above. This, therefore, excludes 
wages received in any year in excess 
of $3000 and bars those employes whose 
wages were not taxable under those 
provisions. 

In order to fix the amount of the 
monthly benefits, it is necessary to de- 
termine first the total wages received on 
which taxes were paid, and using that 
amount as a base, calculate the monthly 
benefit by applying the following per- 
centages: 

Per Cent. 
On the first $3,000 


On the next $42,000 
On the balance 
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A worker having earned less than 
$2000 in the aggregate during the five 
years preceding January 1, 1942, will 
receive no benefits. The maximum pay- 
able is $85 a month and to be entitled 
to that maximum a worker must have 
received in wages after January 1, 1937, 
$129,000 and since no more than $3000 
in any one year is to be included the 
worker must have received $3000 for 
not less than 43 years. Therefore, only 
after 1980 will any worker be entitled 
to receive this maximum. 

If the total wages to be used as a 
base for determining the monthly bene- 
fit is less than $2000, the worker will 
receive no monthly benefit but instead 
a lump sum payment equal to 3/2 per 
cent. of such total wages, and if he dies 
before the payment is made, it will be 
paid to his family. 

The monthly benefits continue dur- 
ing the remainder of the life of the in- 
dividual. In the event of death before 
the total of all monthly payments re- 
ceived equal or exceed 3Y2 per cent. of 
the total wages by which the benefits 
were measured, the deficiency will be 
paid as a death benefit to his family. 
If a worker dies after January 1, 1937, 
but before January 1, 1942, or there- 
after, but before attaining the age of 
65, there will be paid to his family in 
a lump sum 3% per cent. of the total 
wages received by him on which taxes 
were paid. 


THE STATE LAW 


To ascertain the contributions to be 
made by an employer and the benefits 
to be paid to employes in a certain state, 
reference should be made to the Unem- 
ployment Insurance Law of that state. 
The laws adopted to date differ widely. 
Space will not permit a discussion of 
the provisions of all the laws so far 
adopted. The discussion here will be 
limited to the New York law with the 
caution, however, that the reader should 
study the law of his state to determine 
the provisions applicable to him. 

New York adopted its Unemploy- 
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ment Insurance Law on April 25, 1935. 
Under it every employer who in 1935 
had in his employ four or more indi- 
viduals within each of thirteen calendar 
weeks during the year, is subject to the 
act and must make the required con- 
tributions based on payrolls beginning 
January 1, 1936. Thereafter, an em- 
ployer becomes subject to this act as of 
January 1 of the year during which he 
employs four or more persons within 
each of thirteen weeks during said year. 

Every such employer shall make con- 
tributions to a fund created by the State 
from which payments will be made as 
benefits to unemployed. 

The rates of contributions are fixed 
at the following percentages of pay- 


Per Cent. 


There shall be excluded from payrolls 
for the purpose of fixing contributions 
all non-manual workers receiving wages 
at a rate in excess of $50 per week or 
more than $2500 per year, also wages 
paid to farm workers, husband or wife 
or minor child of the employer, chari- 
table workers, employes of Federal, State 
or local government, employes perform- 
ing all their work outside the State, and 
such non-resident employes who perform 
the greater part of their work outside 
the State if the contract of employment 
was entered into without the State. 

An agreement by a worker to pay 
any sum towards the contribution pay- 
able on his wages shall be void as is also 
an agreement by an employe to waive 
his right to benefits. 

Benefits cannot be assigned or mort- 
gaged nor can they be reached by 
creditors. 

From the fund, unemployed workers 
will receive weekly benefits of one-half 
of their full weekly wages but not less 
than $5 nor more than $15. 

No benefits shall be payable before 
January 1, 1938, unless the present law 
is amended so as to postpone contribu- 


tions in which event benefits will be 
payable two years after contributions 
become payable. 

An employe shall be entitled to bene- 
fits only if 

1. He is totally unemployed; 

2. Has registered as such and reports 
for work; 

3. Has been employed for 90 days 
during the year preceding the date when 
benefits are to commence or has had not 
less than 130 days of employment dur- 
ing the two years preceding the date 
when benefits are to begin. 

The law provides for a waiting period 
of three weeks of total unemployment 
before benefits are payable, and in the 
event the worker becomes more than 
once unemployed during a calendar 
year the total waiting periods during 
that year shall not exceed five weeks. 

The waiting period shall be ten weeks 
if the unemployment is the result of 
misconduct or due to a strike, lockout 
or industrial controversy. 

Benefits payable are limited to six- 
teen weeks but shall not be more than 
one week of benefit for each fifteen 
days’ employment within the 52 weeks 
preceding the beginning of the payment 
of benefits. 


If because of excessive unemploy- 
ment, the fund is exhausted, no more 


benefits will be payable. The law ex- 
pressly limits the payment of benefits to 
the fund. 

Recognizing that it would be unfair 
to pay benefits to seasonal and part time 
workers similar to those paid to workers 
whose employment is regular through- 
out the year, the law authorizes the In- 
dustrial Commissioner after hearings 
held, to fix waiting periods and benefits 
to be paid, different from those in the 
law and which shall apply to such in- 
dustries as have seasonal and part time 
employment. 

The aggregate taxes to be paid under 
the Social Security Plan discussed in 
these articles will be as shown in the 
following table: 
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Per Cent. 
to Be Paid 
by Employer 
1/10 
2/10 
3/10 
3/10 
8/10 
8/10 
8/10 
3/10 
3/10 
3/10 
8/10 
8/10 
8/10 
3/10 


Per Cent. 
to Be Paid 
Year by Employee 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
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This schedule does not include con- 
tributions to be made by employes in 
those states where provisions for such 
contributions exist. 


®- 
A BESETTING SIN 


SoME people think the banks of the 
United States are sick. On the con- 


trary, the people of the United States 


are much more ill than the banks. The 
first besetting sin of the United States 
populace today is a tendency to look 
somewhere else for a solution of our 
problems, to look outward rather than 
inward, to look to Washington, for in- 
stance, to cure everything for us. That 
is a desperate position in which to be, 
to throw up your hands and say, 
“Somebody else save me.” 

On the other hand, the real solution 
of our problems is to look inward. If 
each banker in the United States would 
solve his own problems, there would be 
no general problem to solve. There 
would be no need to call in outside 
forces for a cure. 

A second besetting sin of the mo- 
ment is the belief in Washington that 
they can cure the situation and are 
doing it. That is not to be commended 

the feeling that there is any one 


panacea that Washington can offer 
which will give an immediate cure. 
That is bad for the patient who, instead 
of curing himself, waits impatiently for 
the panacea to work. It is bad for 
the doctor. He is apt to develop an 
excecssive ego as to his ability and to 
go abroad in the land talking about it 
and raising false hopes of one kind or 
another. 

The third defect of our present atti- 
tude is that we are placing an over- 
emphasis on our economic welfare. 
Most people are spending most of their 
time thinking about their economic sit- 
uation today. It is probably not the 
most important thing in life. Too many 
people are distressed over their economic 
losses. There are greater losses that 
people can take than economic losses. 
The time has come for the pendulum 
to swing back from material objectives 
to some of the immaterial objectives of 
life. We are all taking losses together 
and that is a part of life. The im- 
portant thing is to be philosophical 
about it and, in fact, if possible, a trifle 
humorous. 

Lastly, we need to make a mental 
adjustment. This has been my opinion 
for a year or two. We are trying to 
adjust the economic situation to our 
ideas. That is the wrong way to go 
about it. It would be better for us to 
adjust our ideas to the economic situa- 
tion. Then we would have harmony. 

I seriously question whether we can 
in any large way change our economic 
environment in a short time. It would 
be better to make our adjustment to the 
environment and go ahead with peace 
and prosperity of that type than to fret 
ourselves with impatience and criticism 
and mental distress, prolonging the pe- 
riod of adjustment more than would be 
otherwise necessary.—]. Franklin Adams, 
Professor of Finance, Harvard School 
of Business Administration. 





The Safe Deposit Vault 


A Potential Gold Mine 


By GeorGeE G. BRADFORD 
The Union Safe Deposit Vaults, Boston, Mass. 


HY should bankers _ bother 

about their safe deposit depart- 

ments or safe deposit standards? 
Their safe deposit departments do not 
pay. Banks rent boxes merely as an 
accommodation at nominal rates. There 
is no money in the business. Why 
bother about safe deposit standards? 

There are three fairly conclusive 
answers: Prestige—good accounts—cash 
profits. 

Prestige: There is a _ concerted 
nation-wide movement to put the safe 
deposit business on a sound basis and 
to raise its standards. Safe deposit banks 
and vaults that are to keep abreast of 
the times and maintain their prestige, 
must join this movement for higher 
standards. 

Good accounts: A well managed 
successful vault attracts those prudent 
discriminating box renters that bring the 
good checking accounts and good trust 
accounts. 

Cash profits: It is of course heresy 
to say so, but the safe deposit vaults of 
the country are potential gold mines, 
and if properly worked should bring 
large profits in cash rentals. In speak- 
ing of gold mines, I am speaking in 
hyperbole tempted no doubt by the fas- 
cinating tales of the old Forty-niners. 
Reduced to plain language, even a 
small safe deposit department under 
scientific management is capable of an 
annual profit instead of a loss. It takes 
scientific management to produce these 
potential profits but whenever that has 
been tried it has produced good results. 

I have dared to assert that safe de- 
posit vaults are capable of paying large 
profits in cash rentals if scientifically 
managed. They did pay large profits 
in the early days, but this was so long 
ago that few of us remember it, or if 


we do, it is merely as a memory of those 
good old days of the past that are gone, 
never to return. I remember a stock- 
holder in one of the earliest safe deposit 
companies telling us of profits of $60,000 
net a year on a rental of probably not 
over 6000 boxes, and there has come to 
me the tradition of another company 
that made $90,000 a year on 4000 
rentals. Even a gross rental of that 





Safe deposit vaults are capable 
of paying large profits in cash 
rentals if scientifically managed. 
They did pay large profits in the 
early days and they will again if 
vault operators will remember that 
they are rendering a valuable serv- 
ice and are entitled to charge 
enough to make a reasonable profit. 





amount would average $22.50 per box 
which would show rather handsome 
profits to some of our modern large 
vaults. 

When we of the present generation 
entered the business the tradition of an 
accommodation service at nominal rates 
had become so firmly fixed that we never 
dreamed of anything different. Some 
of us had been in the business twenty 
years or more before the discovery came 
to us as a shock that the safe deposit 
space we were renting to our box rent- 
ers, at nominal rates, was very valuable 
to them, worth many times the amount 
charged them in rent. 

The discovery came some six or seven 
years ago as a result of the following 
incident: The treasurer of an out-of- 
town corporation rented a large safe 
containing approximately 3000 cubic 
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inches of available space. The annual 
charge for this was $75.00, about 2/2 
cents a cubic inch. It looked like a 
good day’s work for the vault manager, 
but later he learned that the corpora- 
tion treasurer had paid $400 to get his 
bonds safely into that carefully guarded 
space. He put on in-transit insurance 
to cover the risk of moving his bonds 
to the vaults, a distance of twelve miles, 
taking one hour to move them. The 
insurance company charged them FOUR 
HUNDRED DOLLARS for protecting 








The demand for safe deposit 
boxes is a limited demand, but is 
an insistent demand that is created 
by imperative necessity. The serv- 
ice needed to meet that limited de- 
mand honestly and effectively is 
very costly and it is very valuable. 
The banks that render that service 
in an adequate way and make a 
charge based on a scientific study of 
its cost and its value can make a 
very handsome profit and, by so 
doing, will attract more box renters 
and more good bank accounts. 








him for CNE HOUR. The vault 
charged him only $75.00 for protecting 
him for THREE HUNDRED AND 
SIXTY-FIVE DAYS of twenty-four 
hours each. (To save the reader a men- 
tal arithmetic brain storm, that is 8760 
hours.) 

The possibility that the guarded 
space for which there had been made 
only a nominal charge of 2 cents a 
cubic inch was in fact very valuable 
and an indispensable necessity to bond- 
holders and others dawned upon us. 
About the same time other similar in- 
cidents happened. 

The demand for safe deposit boxes 
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is a limited demand, but is an insistent 
demand that is created by imperative 
necessity. The service needed to meet 
that limited demand honestly and effec- 
tively is very costly and it is very 
valuable. The banks that render that 
service in an adequate way and make 
a charge based on a scientific study of 
its cost and its value can make a very 
handsome profit and, by so doing, will 
attract more box renters and more good 
bank accounts. The people who keep 
good accounts want safety and they 
want to deal also with the bank that is 
making money, instinctively assuming 
that such a bank must be stronger and 
safer. 

Safe deposit vaults under scientific 
management pay both in good cash 
profits and in good accounts. What are 
the practical steps a bank should take 
under scientific management to put its 
safe deposit department on a sound 
financial and sound legal basis? It does 
not come within the province of this 
article to discuss this question in detail. 

There is only one point I wish to 
make. The putting of the business on 
a sound financial basis is largely a local 
question within the control of the banks 
in any local financial center. The banks 
of each city or financial center can, 
within certain reasonable limits, act in- 
dependently of the banks in the rest of 
their state. Some banks have even 
found it possible to act independently 
of other banks in the same city when 
that action has been toward higher 
standards, better service and better’rates. 

Experience shows that a single bank 
or several banks of one city or one sec’ 
tion can put their business on a sound 
and profitable financial basis even if 
competing banks continue to operate at 
a loss. Our rate and cost accounting 
questionnaires have brought that lesson 
home to us conclusively. 
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The Bill of Lading 


An Important Banking Instrument Which Every Banker Should 
Understand 


By Henry F. KOLLER 


EXT to the check and promissory 

note, the bills of lading issued 

by common carriers rank in im- 
portance to the banker. The usual bills 
of lading are as negotiable as the bill 
of exchange and are similar to these 
documents in many respects. However, 
on the bill of lading, holders and en- 
dorsers are not guarantors as on a check 
or draft. Furthermore, a bill of lading 
represents goods of variable value 
whereas the bill of exchange is for a 
fixed sum of money. 

Each indorser, however, of a bill of 
lading attests to the following condi- 
tions unless special clauses are inserted 
to the contrary: 

That the bill of lading is genuine; 

That the holder has a legal right to 
transfer the bill; 

That they have no knowledge of any 
fact impairing the validity or worth of 
the bill; 

That the merchandise covered is re- 
salable and fit for a given purpose. 

It has also been held that where the 
bank as pledgee or mortgagee uses the 
bii. of lading surrendered to it in that 
capacity, the above warranties are not 
in force and the bank will endorse the 
bill only to pass title and prefix its en- 
dorsement with the words: “Without 
Recourse.” 


PURPOSE OF THE BILL OF LADING 


A bill of lading is a document issued 
by a common carrier (railroads, steam- 
ship lines, motor bus companies) serving 
as a written ackhowledgment of the re- 
ceipt of personal property and as a con- 
tract to transport and deliver this prop- 
erty to a certain party at a certain des- 
tination. When it is made “to order” 
it is a document acceptable for the ex- 


tension of credit. The terms and con- 
ditions as well as rates are stated on the 
bill of lading. Representations are set 
forth by the shipper and the conditions 
of shipment are written by the carrier. 
No other written or parole evidence can 
be used to change the bill of lading or 
any of its conditions. 

Another feature of the bill of lading 
is that the same terms and conditions 
apply to all shippers and that the bill 
of lading can only bind the consignee 





Nearly every banker thinks that 
he knows all that there is to know 
about bills of lading—an instru- 
ment of great importance in bank- 
ing. But just to test your knowl- 
edge read over this article and 
review in your own mind the vari- 
ous phases of this important subject. 





after he has received the goods. Hence 
it is sometimes difficult to determine the 
owner on a shipment covered by a nego- 
tiable bill of lading. These documents 
are issued in sets of three (two of which 
are usually signed, the third, being the 
shipper’s copy, is not signed by the car- 
rier) and unless all the copies are re- 
turned to the carrier, the only recourse 
is to court action. The creditors of a 
consignor cannot attach the merchan- 
dise consigned on a bill of lading, unless 
the shipment has not ben paid for. If the 
consignee has not paid for the merchan- 
dise or has not contracted for sale of 
the goods to a third party, the creditors 
may attach the shipment. Thus the bill 
of lading offers protection to all parties 
and as a control of goods by the shipper. 
It may also be made an instrument of 
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credit by the shipper readily acceptable 
to banks, particularly if the draft going 
forward with the bill has been drawn 
under a commercial letter of credit. 


DIFFERENT TYPES OF BILLS 


While bills of lading are of the same 
nature, the phraseology may change the 
type or class to which it belongs. They 
are grouped into various classifications. 

First there is the so-called “straight 
bill of lading,” which consigns goods to 
the buyer and states “deliver goods 
unto.” In this case the seller loses all 
control of the goods. Shipments to 
some South American countries, such as 
Venezuela, require all shipments to be 
covered by this type of bill of lading. 

But as no foreign bank wishes to have 
goods consigned to it, it is well to advise 
your clients never to have the bill of 
lading made to the order of the bank, 
or some night you may be disturbed to 
find that a locomotive is parked outside 
the bank, with merchandise consigned 
to the bank on a straight bill of lading. 
In the event that the merchandise is 
consigned to the bank, a special license 
may be required by the statutes of the 
country receiving the shipment and this 
entails expensive red tape and delay. 

Another group of bills of lading are 
those made out, “Deliver goods unto” 
with the seller’s name appearing as con- 
signee. This bill can only be transferred 
by endorsement. Since the seller may 
assign the goods to the bank and then 
stop the shipment, banks will never pur- 
chase these. 

A third class are those stating, “De- 
liver goods to—consignee—or order.” 
This is the most negotiable form but 
control is lost to the seller. The buyer 
has valid claim against the carrier by 
merely producing and presenting the bill 
of lading, hence they are to be treated 
as negotiable securities are treated. 

Another classification are those read- 
ing “Deliver goods unto,—seller—or or- 
der.” This is the ideal in bills of lad- 
ing. The title is retained and can only 
be secured by presentation of an en- 


dorsed bill to the carrier before delivery 
is made. 

Bills of lading may also carry clauses 
to the effect that goods are consigned 
to one party and another party is to be 
notified of the delivery at the point of 
destination. Merchants have established 
this form for their own convenience. 
If the bill of lading is delayed, the goods 
can still be cleared by the party notified 
of the arrival of the shipment and stored 
thereby saving demurrage and other 
charges. The buyer can then obtain 
the goods against a bank guaranty if the 
bill of lading ‘is delayed in the mails. 


IN THE COTTON TRADE 


In the cotton trade besides the above 
we find there are peculiar types known 
as “custody,” “port” and “on board” 
bills-of lading. The first states that the 
goods are in the possession of the car- 
rier but the steamer upon which they 
are to be shipped is not in port but ex- 
pected to arrive within say 14 days. 
The “port” bill states that the goods 
have been delivered to the carrier and 
the steamer is in dock, but the goods 
have not yet been loaded and may never 
be loaded. The last kind states that 
the goods have been loaded on steamer 
but they have not sailed. This type 
permits the shipper to libel parties’ 
ships for damages which he incurs while 
ship is still in port. It enables him to 
effective redress against the steamship 
company where in other cases he is help- 
less. He can hold the ship in port or 
compel owners to put up securities be- 
fore the ship sails to cover his damages. 

In the commodity field, in shipping 
oats, grain and stables, we have a 
“through bill of lading.” This is issued 
by a railroad and sets forth that the 
commodity will be shipped via the road 
and thence overseas by steamer. These 
bills involve the following factors: their 
rates are higher since the railway com- 
pany becomes the shipper at the port; 
the shipper never knows upon which 
boat. when or where the goods are for’ 
warded overseas. The steamer is never 
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mentioned but the steamship line is 
always specified. The shipper has the 
contract with the railroad and while 
several lines may handle the shipment, 
each line being responsible for the dam- 
ages to the goods while in its possession, 
the liability ceases when the merchandise 
is emptied from the cars at the port in 
good condition. 

The usual procedure among the car- 
riers is for the first line to contract for 
the remaining carriers and agreeing to 
hold the first line under special contract 
for damages. The shipper may then 
elect which line to contest in suit. Most 
of our court actions and decisions have 
been governed by precedents established 
not only by our Federal Bill of Lading 
Act (1917) but also by the English 
“Carriage of Goods by Sea Act” (1924) 
and it is well to bear in mind these 
laws when dealing with bills of lading. 
Every bank library should obtain a 
copy for the use of its foreign depart- 
ment. 

On 


BANKERS MUST RESUME 
LEADERSHIP 


A FOUR-POINT program for changing 
the public attitude towards banks was 
outlined recently by Edward L. Bernays, 
a New York public relations counsel in 
addressing the Philadelphia chapter of 
the American Institute of Banking. 
Here is his program: 

1. The importance of banking in- 
stitutions to the very existence of every 
member of the public must be empha- 
sized by disinterested leaders. 

2. There must be redefined for the 
public the meanings of the simple terms 
of finance, which have been lost in the 
depression. 


5 


3. The banker himself must again 
assume his legitimate position in the 
community as a leader in every type of 
important enterprise. 


4. Financial institutions must render 
a fair and honest service to the public. 


TRUST DEPARTMENTS 
ALL OVER THE 
COUNTRY ARE USING 
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By CUTHBERT LEE 


A Working Manual for 
Every Trust Department 
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GOVERNMENT SPENDING HELPS 


By artificial monetary methods, i. e., 
by getting the banks to subscribe to 
government bonds, the proceeds being 
used for public works, the Government 
has caused the amount of bank credit 
money to be reflated by some 30 per 
cent. from the low level touched in the 
slump. 

By paying out this money to con- 
tractors for public works and _ to 
persons on relief, this money has gradu- 
ally filtered into the shops and has taken 
goods off the shelves, until, at last, mid- 
dlemen are giving increased orders to 
manufacturers with every increase in 
sales to consumers. 

The Government has, either rightly 
or wrongly, turned the vicious circle of 
trade contraction into a virtuous circle 
of trade expansion.—Major L. L. B. 
Angas. 












N the spirit of God who “healeth the 

broken-hearted and bindeth up their 
wounds,” let us give to the voluntary 
hospitals of New York—who eare for 
two-thirds of all the city’s hospital 
patients. 

Only ONE IN 18 of their patients 
is able to fully pay for his care! 

The doctors of the hospitals do their 
share in the $44,000,000 worth of time 
they give, that is not paid for. 

Now let us give our share, in con- 
tributing toward the MINIMUM of 
$2,000,000 that’s asked for. 

UNITED HOSPITAL CAMPAIGN 
COMMITTEE, 14 Wall St., New 
York, and 135 Montague St., Brooklyn. 


The voluntary hospitals get no State 


or Federal funds 


IT have seen thy tears: 


behold, I will heal thee” 


KINGS I1:20,5 


“The hospitals are drawing on capital funds 
. in order to carry on their work of caring 
for the sick and needy. This conditon cannot 


afford to go on.” —GEORGE WHITNEY 


“The task the hospitals perform is not confined 
to class or creed. The hospitals of New York 
need our support.”—-FELIX M. WARBURG 


“With the Government supporting so many 
other classes of sufferers, it is up to the indi- 
viduals to support their hospitals. They haven't 
asked for any major contribution before.” 

LEWIS W. DOUGLAS (former U. S. 
Budget Director) 
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Short Term Construction Loans 


By Georce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Ala. 


ANKERS that are co-operating 

with the F. H. A. by making con- 

struction loans under Title II of 
the National Housing Act will find that 
the plan offers additional opportunities 
for making short term loans to both the 
property owner and the contractor. 

After an application for new con- 
struction has been approved for insur- 
ance and the contract for the job has 
been let, the bank may secure a profit- 
able loan by offering to finance the con- 
tractor in the purchase of building ma- 
terials, fixtures and also to advance 
funds for payroll needs. Since the pro- 
ceeds from an F. H. A. loan will not 
be available until the house is completed 
and accepted by F. H. A. architects, 
either the contractor or the applicant 
will perhaps have to seek credit for the 
construction materials needed when the 
work is begun. In numerous instances 
home builders have contracted for a 
“lock and key job,” the entire cost of 
the work and materials to be paid when 
the house is completed. In such cases 
it will be necessary that the contractor 
be prepared to finance the cost of the 
materials as well as the cost of construc- 
tion. Under the above plan the con- 
tractor may need advance loans which 
the bank can handle in a satisfactory 
manner. 

It is of course essential that the bank 
know the contractor to be competent, 
honest and reliable before such advance 
loans can be made. In financing the 
construction of small homes it is best 
to make these loans in single notes of 
approximately $500 each. Each note 
should be designated to be paid out of 
marked funds for each separate con- 
tract so that the bank will know ex- 
actly how much is loaned on each build- 
ing. By requiring the contractor -to 


turn over to the bank all receipted bills 
for materials a close supervision of the 





loan can be made. Using the plan, a 
contractor knows that the bank will 
have a close check on the money ex- 
pended and the purpose for which it 
was spent. In addition to the safe- 
guards surrounding a contractor’s loan 
as outlined above, a bank should re- 
quire the contractor to furnish a Build- 
ers’ Risk Insurance policy with loss pay- 
able clause to the institution making 








Banks which are co-operating 
with the F. H. A. by making con- 
structions loans under Title II of 
the National Housing Act will find 
that the plan offers additional op- 
portunities for making profitable 
short-term loans to both the prop- 
erty owner and the contractor. In 
this article Mr. Smith describes a 
type of loan which his bank has 
found to be desirable and _ profit 
able. These loans run from thirty 
to ninety days according to the 
time required to complete the 
house. 











the loan. Such a policy offers protec- 
tion in case of fire, cyclone, tornado or 
windstorm. The policy insures the 
foundations, including permanent heat- 
ing apparatus, gas and electric light fix- 
tures and wires, plate and stained glass, 
wall and ceiling decorations, frescoes, 
gas and water pipes, plumbing, and all 
permanent fixtures, also all material to 
be used in the construction of the build- 
ing while in or on the premises. 

When the house is enclosed the 
Builders’ Risk policy is exchanged for a 
standard fire and tornado insurance 
policy, the preitium to be paid by the 
owner of thé property. 

In an effort to divide the burden of 
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A Scientific 
Banking System 


By Newton D. ALtinc 


Past President, American Institute of Banking 


— 


IIE author of this new thought- 

provoking pamphlet believes 
that this country will never have 
an efficient banking system until it 
is recognized that “banking” and 
“financing” are two entirely sepa- 
rate functions. The remedy is to 
take the investment business from 
the banking business. In this mono- 
graph he explains exactly how his 
plan would operate. 


Price 50c 


oe 


Bankers Publishing Company 
465 Main Street 
Cambridge, Mass. 





expense, or interest charge on loans, the 
writer has drawn up a contract which 
is designed to satisfy both the owner of 
the property and the contractor. Un- 
less an applicant is financially prepared 
to advance additional funds in the build- 
ing of a house, the writer suggests to 
customers of our bank that the original 
contract be made to include all wiring, 
plumbing and in fact everything needed 
for modern comforts allowed under the 
F. H. A. regulations. The contract, as 
bankers know, should contain a de- 
scription of the fixtures and also the 
grade of building materials that are to 
be used. The F. H. A. specification 
schedule can be made a part of the con- 
tract which will eliminate the writing 
of a lengthy paper. In the last para- 
graph of the contract the writer in- 


serts the manner in which the payments 
are to be made. 


For example let us assume that the 
amount of the F. H. A. loan applied for 
was $2680. The construction payments 
would be made to the contractor in three 
amounts and the contract would be as 
follows: 

The owner agrees to pay the con- 
tractor one third or $895 when the 
house is enclosed. One third or $895 
when the flcors are laid and the walls 
and ceiling are completed. The balance 
or $890 when the house is completed 
and accepted by the F. H. A. It will 
be noted that the contract above has 
been made according to the stages of 
construction and also that the payments 
are arranged to come after the three in 
spections made by the F. H. A. In this 
manner the bank knows that the work 
is acceptable before the advances are 
made. 


DIVIDING THE BURDEN 


It must be understood that the three 
advances made to the owner explained 
above are for the purpose of dividing 
the burden of expense. Of course as 
the owner of the property receives a 
loan and the proceeds are paid to the 
contractor, the contractor must take up 
the loan which was advanced when the 
house was begun. In making loans to 
the owner of the property for building 
under the F. H. A. we take a temporary 
mortgage on the lot and make the notes 
payable on the date the house is to be 
completed so that the loans can be paid 
out of the original F, H. A. proceeds 
which the bank closes after the final in- 
spection is made. 

By following the plan outlined in this 
article a bank may advance the con- 
tractor, make loans to the property 
owner and finally collect all loans when 
the original F. H. A. paper is insured. 
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Operating and Loan Policies 


If Good Management Was Important Before the Depression It Is 
Imperative Today 


By HERBERT V. PROCHNOW 
Assistant Cashier, First National Bank, Chicago, III. 


FORMER order of things has 

Ane” been shaken down 

about our heads. We seem to- 

day to be grappling in banking and in 

business with a new set of conditions 
which seem without precedent. 

In 1900 there were approximately 
9700 banks. In 1921 the number had 
increased to 30,000; today there are 
about 16,000 banks—which represents 
a decrease of 14,000 in fourteen years. 
In 1921 we had one bank for every 
4000 people; now we have one for 
every 8600. 

The financial and economic develop- 
bent of the country has been character- 


ized by many ups and downs. Our his- 
tory reveals periods of speculation, 
booms, inflation and deflation. Witness 


the First and Second United States 
Banks established in 1791 and 1816, and 
the political and economic turmoil which 
surrounded them during their existence, 
the period of worthless colonial and 
continental currency, the land specula- 
tion and wildcat banking culminating 
in the severe panic of 1837. Then fol- 
lowed the panic of 1857, the Civil War, 
the greenback era, a new national bank- 
ing system in 1863, the suspension and 
resumption of specie payments, the great 
currency debates, the panics of °73 and 
93, with the preceding tremendous ex- 
pansion, the Gold Standard Act of 1900, 
the money panic of 1907, the Federal 
Reserve System, the World War with 
a complete maladjustment of our eco- 
nomic and banking machinery over the 
world, and now the sixth year of a 
great depression. 

It is apparent that the development 
of our banking and financial machinery 


From a recent address. 


over the decades has had in it certain 
elements of disorder and perhaps waste. 
The whole economic development of 
this country has been characterized by 
what might be termed in some respects 
as disorder and waste. But the net re- 
sult of all this disorder, or whatever it 








For some time to come, as a re- 
sult of the depression, there will 
probably be fewer accommodation 
loans, capital loans, and loans to 
favored interests and less emphasis 
on loans for the upbuilding of the 
community. 











may be called, has, after all, been the 
achievement of more economic and fi 
nancial progress in a hundred and fifty 
years than has ever been achieved by 
any other country in history in any 
length of time. 
THE SITUATION IN 1935 

What, then, is the situation in 1935? 
The Federal Reserve System today has 
approximately $2,300,000,000 in excess 
reserves, the largest excess reserves in 
its history; member bank balances stand 
at $4,820,000,000, the highest point on 
record; our deposits have increased by 
billions, with many banks reporting 30, 
40 and even 50 per cent. or more of 
their deposits in cash; the return on 
many Government securities, particu- 
larly short maturities, is almost negligible 
at a time when it is estimated the banks 
of the country possess 50 to 60 per 
cent. of the entire national debt; in- 
terest rates on loans have fallen sub- 
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stantially, whereas rates on savings de- 
posits have dropped more slowly; the 
call loan rate is one-fourth of 1 per 
cent., commercial paper is at 3/, per 
cent. to 1 per cent., and industry is 
even declining to take bank credit in 
some instances at 1/7 per cent. All of 
these factors have brought in 1935 a 
terrific pressure upon banks to find 
every possible place in their operations 
where losses can be stopped, efficiency 
increased and profits built. We are so 
apt to shut our eyes against these pain- 
ful truths and indulge in the illusion 
of hope that higher interest rates may 
soon come and save us from the neces- 
sity of increasing our operating efh- 
ciency, reducing costs and overlooking 
no legitimate opportunity to build fair 
profits. 

If good management was important 
in 1927-28 and 1929, it is impera- 
tive today. As -we survey the falling 
interest rates, the .rising operating costs 
and the narrowing profit margins, we 
ought to ask ourselves some frank ques- 
tions. Shall banks surrender hopelessly 
to these conditions or shall they in active 
and sincere co-operation with their com- 
petitors adopt management methods to 
overcome them? Shall they master the 
situation or be mastered by it? Shall 
the solution of these manifold problems 
be assumed possibly by those outside the 
banking business or shall they be solved 
in the inner counsels of this business 
itself? 

Banks of $250,000 and $500,000 have 
been successfully operated in hundreds 
of instances. But the bankers who have 
managed them successfully will readily 
testify, I am certain, that the problem 
of conducting their operations at a 
profit took a grade of management that 
was not excelled in the operation of 
any city bank. It is imperative that no 
banker operating a small bank overlook 
a single opportunity to build his profits 
and hold down his losses if he proposes 
to exist. 


CHECKING ACCOUNT ANALYSIS 


Presumably the analysis of checking 
accounts is a topic that will be with us 


always. After having discussed this 
subject seemingly from all angles in the 
past ten years, there may seem to be 
little to add to it. The facts are, of 
course, that service charges today con- 
stitute the margin between operating at 
a loss and operating at a profit for no 
small number of banks. Many banks 
have service charges, but they are not 
complete and are wholly inadequate. 
They cover, for example, in some cases, 
all accounts up to $50 or $100, but 
give no consideration to other accounts 
or services. In perhaps no other phase 
of management can the average bank 
more quickly build its profits and re- 
duce its losses. About one in five check- 
ing accounts over the country has been 
found to yield a profit, and in the re- 
mainder, or 80 per cent., the income 
about equals the expense. In those 
cases where there is not a proper charge 
two-thirds of the accounts may be at a 
loss. Four out of five accounts over 
the country average less than $60, and 
80 per cent. of the accounts constitute 
less than 22 per cent. of the total dol- 
lars on deposit. 

E. S. Woosley of the First National 
Bank of Kentucky found in an investi- 
gation of service charge installations 
covering several hundred typical small 
banks that accounts lost were typified 
by the bank which lost two hundred 
accounts amounting to a total of $1000. 
The average annual income from such 
charges range from $4000 to $6000 per 
million dollars of checking accounts. In 
some instances the service charge income 
ran up to $12,000 per million. Hundreds 
of banks were paying their dividends 
from service charges. In every instance 
deposits increased. It was found that 
large active accounts sometimes paid 50 
per cent. of the charges collected. 

There is a bank with $100,000 capital 
which has made over $10,000 on various 
service charges—10 per cent. on its 
capital—and an Illinois bank with 
$200,000 capital which shows $40,000 
income on various service charges, or 
20 per cent. on its capital. 

A certain bank with $1,000,000 in 
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deposits is earning approximately $7500 
a year on service charges; another bank 
in that state reports 10 per cent. on its 
invested capital; a small bank with only 
$75,000 deposits earns $600 annually; 
one with $225,000 in deposits earns 
$2400 yearly; and a bank with $150,000 
capital is earning at the rate of $14,000 
annually. 


EFFICIENCY AND COSTS 


There is, however, one aspect of this 
whole subject of service charges which 
is greatly neglected, and genezally never 
considered: I speak of the matter of 
being positive. our charges are the low- 
est we can make them as a result of the 
most efficient operation. It is not 
enough merely to say to the public, 
“Here are the various service charges 
for conducting your business in our 
bank.” To assume the attitude that if 
a prospective customer finds it difficult 
or impossible to meet the charges it is 
“his hard luck” is extremely short- 
sighted. The American people have 
been educated to the great value of bank 
services. The progress of this nation 
has been determined in no small degree 
by the ability of our people to produce 
more and better goods and services at 
constantly decreasing costs, so that the 
standard of living of the people has 
steadily risen until it far surpasses other 
nations. This is the American philoso- 
phy. It is the foundation for our prog- 
ress. For the banking business ever to 
assume that offering less and less serv- 
ice at higher and higher charges is 
sound would seem to be disastrous. 
Therefore, when we unite with other 
banks in our respective communities to 
set up service charges to enable the 
banks to earn a profit, as they should, 
let us be certain that our costs are the 
result of the most efficient operation 
and, consequently, are the lowest pos- 
sible costs. 

Certainly a banker whose deposits 
cost him 8.3 cents each to handle as com- 
pared to 4 cents each for another bank 
should not be satisfied merely with the 
fact that he has obtained by careful 


accounting methods the correct arith- 
metic figure of 8.3 cents, for his bank, 
when his costs are twice those of an- 
other bank. His costs may be the low- 
est that efficient operation can obtain 
in his community, considering all fac- 
tors, but he should be positive that his 
higher costs do not represent gross in- 
efficiency. 


SMALL LOANS 
Then there is the problem of un- 


profitable small loans. Almost every 
bank has hundreds of small loans which 





We have learned from bitter ex- 
perience that we can have too many 
collateral loans. Many banks had 
collateral loans too large for the 
income, the paying power, of the 
borrowers. We all know instances 


where men on $4000 incomes had 
borrowed $20,000 on stock market 


collateral—and when the market 
swept away their margins, they 
were left saddled under such tre- 
mendous debts that they went 
through bankruptcy as the only way 
out. 





it is carrying at a loss. It has been esti- 
mated that for the average country bank 
few loans under $500 pay their way. 
By proper service charges, discounting 
the loans, and arrangements for periodic 
payments, these small loans can be made 
both profitable and liquid. 

One must admit we are resourceful. 
On one hand we take in unprofitable 
small checking accounts, and then in or- 
der to double our loss from the same 
funds we handle innumerable small un- 
profitable loans. 

There is no real difference between 
the two problems of unprofitable check- 
ing accounts and unprofitable loans. We 
should approach them with the same 
objective in mind—to turn losses into 
profits. In making these comments I 
should not like to discourage banks 





556 


from making these small loans. Some 
institutions exist very profitably and do 
only a small loan business. Let us 
handle these loans, but handle them 
profitably. 

John J. Driscoll, Jr., of Driscoll Millet 
and Company reports as the result of 
many investigations by them on this 
subject: “It is our opinion that banks 
must find a new basis for handling small 
loans by adding a reasonable service 
charge to their interest charge, or by the 
creation of small loan departments and 
then aggressively going after this type 
of business. A case in point has to do 
with a large bank with a number of 
branches. This bank felt their small 
loan problem was pretty much settled 
by a basis of handling they had de- 
veloped themselves. The results of an 
analysis showed the cost of handling 
small loans in the main office and 
branches of this bank exceeded the in- 
come and service charges collected by 
approximately $149,000 for one year, 
and this at a time when this bank was 
checking every possible source to main- 
tain some degree of earnings.” 


LOSSES 


Another large operating item is the 
losses we incur. The latest Comp- 
troller’s report for which figures are 
available, 1933, shows that, for all 
licensed national banks, losses on loans 
alone were equal to almost 79 per cent. 
of the net earnings, including recoveries, 
and in addition losses on bonds, secu- 
rities, etc., were almost equal to the 
net earnings. But someone says that 
those figures were taken at the bottom 
of a great depression. Then let us look 
further at the record. In 1929, at the 
peak of the boom, total losses were over 
34 per cent. of all net earnings, includ- 
ing recoveries on charged off assets. We 
were losing in poor loans and poor se- 
curities one dollar to every three dollars 
of net earnings. This was equal to far 
more than half of what we paid in 
salaries and wages. If we had reduced 
our losses 50 per cent. by better man- 
agement, and this was in the boom 
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period, we could have increased salaries 
almost 30 per cent. so that an $1800 
salary could have been increased to 
$2340, without any cost to the bank. 

We shall not discuss the operations 
of the average savings department, but 
it is reasonably certain that one of the 
next major phases of bank operation to 
receive serious study will be the savings 
departments. Why are the _ interest 
rates on savings deposits in so many 
communities out of line entirely with 
what the banks can afford to pay? Why 
do banks permit savings withdrawals so 
frequently as to make checking accounts 
out of savings accounts? Why do we 
carry $5 and $10 accounts on the long 
exploded theory that big oaks out of 
little acorns grow, when the facts are 
that an overwhelming majority of these 
accounts remain forever stunted on a 
$5 and $10 level and at a perpetual ex- 
pense to the bank? Why do we credit 
interest for such small amounts as 5 
cents, 10 cents, 25 cents and 50 cents? 
The cost of entering the credits may ex- 
ceed the amount of the credit. 

How much does it cost to open a 
savings account—to carry it the first 
year? How much does a savings deposit 
cost you—a withdrawal? Can _ you, 
knowing these costs, afford the rate you 
are now paying on savings deposits? 

We may examine an interesting com: 
parative study of a certain bank for two 
periods with the changes that took place 
in earnings and expenses. The figures 
were prepared by John J. Driscoll, Jr. 
(See Table I.) 


LOAN POLICIES 


Let us briefly examine loan policies. 
An interesting study was made recently 


by Messrs. F. L. Garlock and B. M. Gile 


on bank failures in Arkansas. It applies 
particularly to bank loan policies and we 
shall refer to it occasionally. 

Loans to customers still constitute one 
of the largest of the various single 
classes of earning assets in most com- 
mercial banks and therefore call for 
close attention and adequate supervision. 
Credit losses are rarely the result of 
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TABLE I 


1933-34 
$11,462,900.00 
415,123.15 
4,389.29 
170,529.85 
240,204.01 


Average deposits 
Income earned 
Interest paid 
Expenses 
Profit 


1929-30 
$7,554,800.00 
368,387.64 
64,969.78 
167,661.07 
135,756.79 


3.62% 

04% 
1.49% 
2.09% 


The increase in profits of $104,447.22 was caused by the following factors: 


Earnings were increased by: 
Decrease in the rate of interest paid 
Increase in deposits 
Reduction in the rate of expense 
Increased service charges collected 
Decrease in exchange paid 
Increase in exchange collected 
Service charges on loans 
Increased protest fees collected 


Earnings- were decreased by: 
Reduction in the rate of interest income 
Increased reserves or uninvested funds 
Decrease in interest on bank accounts 
Increase in the rate of investment cost 


Net increase in profits 


sudden catastrophe or quick changes in 
the customer's affairs. Usually there are 
signs by which one can detect the un- 
favorable trend. Recurrent financial 
and operating statements enable the 
banker to see whither the customer is 
drifting and frequently to bring him 
back to safety instead of floating down 
the stream with him. The credit files 
should contain a continuous history of 
each customer's position and should re- 
veal any hazardous tendency which may 
develop. It is a safe general rule that 
the more complete the banker’s informa- 
tion is regarding a borrower the lower 
the risk he is apt to take. Recent 
studies of failed banks show a serious 
neglect in keeping adequate credit files. 

For some time to come, as a result 
of the depression, there will probably 
be fewer accommodation loans, capital 
loans and loans to favored interests and 
less emphasis on loans for the upbuild- 
ing of the community. Perhaps this 
will bring some complaint—banks will 
not be doing so much for the community 
as they used to do, and perhaps as a 
matter of fact the growth of the com- 
munity and of the wealth of certain in- 
dividuals will not be so rapid as in the 
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old days. The result may be better, 
however, real estate and building, agri- 
culture, manufacturing and merchandis- 
ing for the community may all be on a 
more solid foundation—better financed, 
better able to stand the strain of another 
hard-time period. 

In the Arkansas study only about 15 
per cent. of the loans of banks that sur- 
vived the depression were criticized by 
examiners in 1928, 1929 and 1930; of 
the banks that closed, 35 to 40 per cent. 
of their loans were criticized at that 
early date. The credit records that were 
kept seldom showed any purpose for 
which loans were made to borrowers. 


COLLATERAL LOANS 


We are so close to the depression and 
so near to the period of bank failures 
that many of the lessons to be learned 
may not be apparent for some time. We 
used to think prior to the depression, 
that collateral loans were the most desir- 
able type of loan. And they are good in 
limited quantities. But we have learned 
from bitter experience that we can have 
too manv collateral loans. Many banks 
had too many collateral loans, generally, 
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and, especially, collateral loans too large 
for the income, the paying power, of 
the borrowers. We all know instances 
where men on $4000 incomes had bor- 
rowed $20,000 on stock market co!- 
lateral—and when the market swept 
away their margins, they were left 
saddled under such tremendous debts 
that they went through bankruptcy as 
the only way out. A rather extreme 
case is that of a borrower who owed 
$200,000, part of which was on plain 
note, and whose income at the high point 
was probably not over $10,000. Using 
half of his income to pay down his loan, 
he would have required forty years with 
no interest payments. He lost his posi- 
tion and obtained one paying $1200 
annually. The value of the collateral 
practically disappeared. He said, “This 
loan used to worry me when I could 
make payments on the interest, but it’s 
so hopeless now that I can again sleep 
nights.” A collateral loan should in- 


clude a definite program of payment and 
should have some relationship generally 


to the borrower's ability to pay as 
measured by his income. If the col- 
lateral turns “sour” the banker can look 


for liquidation out of the borrower's 
income: 


In connection with loan policies it is 
interesting to observe that the survey to 
which we have referred shows, “Losses 
charged off were also higher in closed 
banks than in surviving banks.” The 
latter annually charged off about 50 
cents per $100 of deposits whereas 
closed banks charged off about 91 cents 
per $100 of deposits on account of 
losses. It is noteworthy that at the end 
of the seven-year period (1923-1929) 
to which these figures relate, the closed 
banks had accumulated losses on loans 
alone of approximately $4.45 per $100 
of deposits as compared with losses of 
$2.34 in surviving banks. These losses 
had not yet been charged off. It would 
have required both groups of banks 
nearly five years to charge off these ac- 
cumulated losses at the rate of retire- 
ment that-was followed in preceding 
years. If, however, all net operating 


THE BANKERS MAGAZINE 


earnings were used for the retirement of 
these losses, it would have required sur- 
viving banks only one year as compared 
with two years for closed banks. 


BOND ACCOUNT 


A subject, particularly in the light of 
the depression, which requires  re- 
emphasis on certain principles, and an 
open-minded approach to its discussion, 
is the bank’s bond account, by which 
we mean all the bonds the bank owns, 
including what is often called its second- 
ary reserve. Here, particularly, the try- 
ing times of the last few years have em- 
phasized the importance of certain 
principles and the necessity of improv- 
ing some of our practices. In a number 
of confidential studies of reorganized 
banks the facts show that from 30 to 
50 per cent. of the loans and also 30 to 
50 per cent. of the bond accounts in 
dollars had to be deducted to make the 
assets good. 

Briefly summarized, many bankers at 
various times have as you know advo- 
cated some of the following principles 
regarding a bank’s bond account: 


1. Thorough diversification. 

2. Definite, not questionable, market- 
ability. 

3. Relatively short maturities for 
most of the holdings with a very sub- 
stantial percentage of the holdings un- 
der five years; maturities should be 
carefully scheduled to provide a steady 
flow of funds. 

It is interesting to observe in this 
connection that British Consols—the 
bonds without maturity—sold at par or 
better in only eighteen of the last 100 
years. In 1896 and 1897, the 23/5 re- 
corded their highest price of 1177 
(reflecting no doubt a flight of American 
capital from our monetary campaigns 
then). In 1920 the 2's recorded their 
lowest price of about 44. Recently 
they have been quoted around 94. These 
figures give some idea of the fluctua- 
tions over even a period of fifteen years. 

4. The proper sized investment unit 
—not so small that it becomes impos- 
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TABLE II 


AVERAGE MARKET VALUES’ DURING 1932 OF LISTED INDUSTRIAL, UTILITY, RAILROAD AND 
FOREIGN BONDS HELD BY THE SURVEYED BANKS IN 1930, ACCORDING TO 
RATINGS OF BONDS IN 1930 BY COMMERCIAL RATING AGENCIES 





Rating of Bonds 
Highest grade 
Very high grade 
High grade 


Range of Aver- 
age Value from 
Highest to 
Lowest 


Median 
Average 
Value’ 
Number’ Percentageof Percentage of 
of Issues Par Par 
81 103-21 
59 102-32 
51 93- 7 
32 69-10 
39 49- 8 


*The average value of a bond during 1932 was calculated by averaging the highest and 
lowest values quoted for the bond in the market during 1932. 

*Approximately half the bonds had average values above, and approximately half had 
the average values below, the median average value. 





sible to follow the large number of is- 
sues held, nor so large that a loss would 
endanger the bank’s position. 

5. A systematic follow-up on every 
issue regularly, with losses taken when 
necessary to save the bank from further 
loss. 

6. Buy only the highest grade of se- 
curities. Do not speculate with a bond 
account. 

The study by Messrs. Gile and Gar- 
lock revealed the facts shown in Table II. 

The table indicates that it was not 
only important to pick the highest grade 
securities, but it was necessary to dis- 
criminate with great care even among 
the highest rated issues. 

There have been bond accounts and 
bond accounts. A certain bank with 
about $250,000 in deposits had $100,000 
in book value of bonds. The recent 
market value of those was approximately 
$37,000; the depreciation on the bonds 
was $63,000, which was almost equal 
to the total capital, surplus and un- 
divided profits of $69,000. In this bond 
list the depreciation of the 6 per cent. 
and 7 per cent. bonds was much heavier 
than the 4 per cent. bonds. Moreover, 
the bonds in the bank’s portfolio were 
for the most part of “B” and “C” 
rating. 

In another bank the bond account 
was about $300,000, but the deprecia- 


tion in the recent unfavorable market 
was onlv $13,000 or about 4 per cent. 
of the par value but the bank’s bonds 
were entirely in the three “A” classifica- 
tions. 

E. S. Woosley reports ““Many bankers 


who were both careful and smart in 
handling their local loans bought bonds 
with no thought of what they were buy- 
ing or of the condition of the bond 
market. They usually bought bonds with 
a 6 per cent. coupon or higher. Some 
time back we made a study of the bond 
accounts of fourteen small town and 
country banks which we had occasion to 
analyze. These accounts included a 
total of 560 different bond issues and 
of this number only thirty-five had 
coupon rates lower than 5 per cent. At 
the same time the analysis showed that 
the total market value of the bonds held 
in these fourteen accounts was only 64 
per cent. of their par value, or in other 
words, though the banks were getting a 
high rate of interest, they were paying 
for this with a shrinkage of 36 per cent. 
in the value of their investments.” 
Closely related to this general subject 
is the investigation and follow-up that 
should be associated with building a 
sound bond reserve. Strictly speaking, 
a bond is a loan of the bank’s funds to 
a borrower. It is a loan of the bank’s 
funds to a borrower you never even 
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see as a rule. We have been tardy in 
recognizing this fact. But this being 
true, a bond should have the same criti- 
cal investigation before it is bought, and 
the same persistent follow-up after- 
wards, that any one of the bank’s local 
loans receives. As a matter of fact, the 
investigation and follow-up should be 
even more intense if it is anticipated 
the risk will run for as long, for ex- 
ample, as three or five years, as compared 
to ninety days or one year for the or- 
dinary commercial loan. Competent 
and adequate credit information is im- 
perative. 

Before purchasing commercial paper, 
a bank checks every possible avenue and 
source of information to obtain all the 
facts relating to the risk under consid- 
eration. It requires operating and finan- 
cial statements over a period of years, 
obtains agency reports, checks the trade, 
and subjects every aspect of the com- 
pany and its operations to scrutiny. The 
same careful examination of the risk is 
made in the best managed banks in mak- 
ing local loans. 

It is time that we set up facilities in 
every bank whose purpose it will be to 
give those loans made through the bond 
account the same careful consideration 
and persistent follow-up that prevail in 
the making of other loans. In most 
banks, particularly those of moderate 
size, the credit department is best 
equipped to assume this responsibility. 
In smaller institutions, one or more of 
the senior officials may conduct these in- 
vestigations of their bond risks just as 
they do their local loans. 


CONCLUSION 


To a greater extent than ever before, 
bankers are scanning their policies and 
methods and their effects upon profits 
and safety. Unprofitable services are 
following the payment of high interest 
rates to the oblivion of forgotten things. 
Expenses are being pared, and scientific 
methods are increasing operating efh- 
ciency. Accounts are being analyzed 
and placed upon a paying basis. Many 
an unsound practice is being mercilessly 


exposed. Directors and _ stockholders 
are beginning to realize their respon- 
sibility—in many instances too late—for 
the safe conduct of their banks. We are 
turning with a new intellectual frank- 
ness to any weaknesses that this period 
of depression has disclosed. 

But even this is not enough. The 
banker has a moral obligation to the 
nation by virtue of the fact that he is 
the steward and trustee of the savings 
and demand deposits of millions of 
people. That moral obligation requires 
that he champion in boom times and in 
depression those fundamental economic 
principles upon which the remarkable 
progress of this country has been built 
and upon which the very foundations 
of his own business rests. This means 
that in boom times his voice must be 
heard whenever we take our economic 
machine and abuse it as we have re- 
peatedly. When we turned over the 
complete capital structure of some of 
our corporations a number of times a 
year on the exchanges, that was man’s 
abuse of perfectly good economic ma- 
chinery. When men took the instru- 
ment of installment selling which may 
serve many useful purposes and used it 
on such a wholesale scale that millions 
of individuals pledged their income far 
in advance, that was abuse of a good 
economic instrument. Millions of in- 
dividuals forsook sound principles of 
living. The wisdom of living a balanced 
life with saving and spending reason- 
ably adjusted was wholly discounted. A 
picture of what took place might be 
given as follows: 


In the old days when a spendthrift 
was broke, he ceased to be a spendthrift. 
But in recent years because of time pay- 
ments and installment plans, when he 
went broke he has just begun to spend. 
He’s like that sturdy old admiral who 
when his ship was sinking beneath him 
and he was asked to surrender answered, 
“Tell them I am just beginning to 
fight.” And so it came to pass, due to 
the time payments, that a man no longer 
spent what he had, but spent what he 
had not, and since what a man had not 
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was unlimited, it requires no explana- 
tion to have you appreciate how vast 
were the possibilities of spending that 
loomed up before the modern spend- 
thrift in the last decade. 

All in good humor, look at the spend- 
thrift for a moment as he has moved 
about in his beautiful home bought on 
the monthly payment plan, with its 
wonderful furnishings to be paid for in 
weekly installments. He gets up in the 
morning and puts on his stylish Kuppen- 
heimer suit on which he has fourteen 
weekly payments to make, and he looks 
lovingly at the baby in his crib on which 
there are still four payments to be made 
before he gets title. His breakfast is 
cooked on an electric range on which 
the electric light company still hopes 
for ten more payments, and his food is 
served from an electric refrigerator on 
which only the down payment has been 
made. After breakfast he rests his mind 
by reading an article on saving and 
thrift from a set of books forced upon 
him by the Read-A-Book Company for 
one dollar down, the balance as and 
when. All this while the wife of his 
bosom moves back and forth between 
the radio, which is almost paid for, and 
the washing machine, which has still 
twenty-one months ahead of it. He 
journeys out to his sectional garage, 
which is several months in arrears, and 
drives downtown in his Stutz car, the 
title of which is in the life insurance 
company which owns the notes issued 
by the finance company which purchased 
from the wholesaler the time payment 
notes which he gave to the dealer when 
he bought the car. 

On his way downtown, with a sud- 
den inspiration of generosity, he bor- 
rows a dollar from a friend which he 
uses to make the down payment on a 
five hundred dollar diamond ring for his 
wife. When in the fullness of time he 
passes away and is safely deposited in 
the cemetery lot, for which he had given 
monthly notes which have five years to 
run, his loving wife pawns the diamond 
ring in order to make the initial pay- 
ment on a large flashy tombstone, across 


which is inscribed, “He spent not wisely, 
but too well.” 

The banker must always advocate 
fearlessly in periods of boom and in de- 
pression those principles he knows are 
economically sound. Sometimes we hear 
various arguments to justify unwise 
banking policies and unwise economic 
practices. The argument frequently is 
that the motive is right. That reminds 
one of the defense of the colored pris- 
oner who stole a pair of trousers and 
said, “IF the motive is right, there is 
no sin; I stole the britches to be baptized 
ii; 

Let us bring to the banking business 
today intelligent management, an open- 
mindedness that is constantly seeking to 
improve the banking system, and the 
courage to sponsor those fundamentals 
of good banking theory and practice 
which we know to be sound. With 
banking statesmanship of that character 
the future is bright. 


—©— 


SAYS BANKERS ARE IGNORANT 
OF LAW 


I say, advisedly, that there are hun- 
dreds of persons holding executive posi- 
tions in banks in the United States 
today, who have never even read the 
bank act of their State or the National 
Bank Act, the Federal Reserve Act, or 
any other of the acts and laws relating 
to the business in which they are en- 
gaged.—Statement made by R. F. C. 
official. 


CHANGE IN BANKING 


No longer may the young man who 
has character, courage and capacity for 
hard work, who has vision to see a 
good business chance, go to the bank 
and borrow the money to get a start. 
Very rapidly do we swing toward the 
older European idea of the more fixed 
status of the individual —W. H. 
Tucker, cashier, Grays Harbor National 
Bank, Aberdeen, Wash. 





BELMONT BRANCH, HarvarD Trust COMPANY 
The recently opened Belmont branch of the Harvard Trust Company, Cambridge, 
Mass., is a splendid example of the Colonial type of building which is particularly 
appropriate for service to a residential community. It is of red brick trimmed with 


granite and limestone. The interior, which is completely air-conditioned, is featured 

by the use of “cageless’ counters which add to the friendly and cheerful atmosphere 

which is characteristic of the building. Timothy W. Good, Jr., is manager of the 
branch. 





How to Obtain Bank Costs 


A Simple System of Accrual Accounting 


By E. S. Woo.LEy 


President, EZ. 8S. Woolley Corporation, New York 


This is the thirteenth of a series of articles on bank cost accounting which 
started to run in December a year ago. The last article in the series will 
appear next month. These articles will be published in book form during the 
coming winter.—Epiror. 


HILE it is true that over a long enough period 
\ \ the income and expenses on the “receipts and 
disbursements” method of accounting will be the 
same as on the “accrual” basis, nevertheless that period is 
too long to be of practical value for cost comparison pur- 
poses. Probably the reason that more banks have not 
adopted the complete accrual system of accounting is be- 
‘ause of the seemingly prevalent idea that daily accruals 
are required. As a matter of fact, daily accruals are not 
necessary. ‘They entail considerably more work, yet they 
accomplish nothing that cannot be as well accomplished on 
a monthly accrual basis. The monthly accrual system which 
is explained herein is very simple and has the further ad- 
vantages of being very easily checked and reconciled with 
cash position. It involves no more clerial work yet it pro- 
vides a distinct advantage for costs, for auditing, and for 
bank management in general, over the “receipts and dis- 
bursements” method. 

This is because it makes a comparison between actual 
results and predetermined goals possible. Management 
needs such a comparison monthly. In order to have this 
monthly comparison, it is necessary that the income and 
expenses be correctly allocated to the period to which they 
belong. Such correct allocation is impossible on the “re- 
ceipts and disbursements” basis. One reason for this is that 
on such a basis interests income is either paid months in 
advance of, or months after, it has actually been earned. 
Therefore such periods show excess income which was not 
earned during the particular month. 

It is only comparisons between actual results and prede- 
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termined goals which are really worth anything as an aid 
to management. Any comparisons with past periods are 
interesting only as history. For example, what would be 
the use of comparing figures for the years 1933, 1934 and 
1935 with 1932 and 1931? Certainly they would not aid 
in conducting a better bank in 1935. The only thing which 
will aid in this is to compare the actual months of 1935 with 
definite standards set up for each particular month and for 
each particular department. This enables the immediate 
detection of things which are wrong. 

After all, it is only the things which are wrong that 
require executive attention. The things which are right will 
take care of themselves. One of the real disadvantages 
with the “receipts and disbursements” method of accounting 
is that those things which were wrong have been hidden 
until too late to take any remedial action. As a matter of 
fact all banks are partly on an accrual system. They do not 
wait to enter up the savings interest until the passbooks are 
presented and the individual interest claimed. The various 
methods of accruing each of the items on this monthly 
method are explained under their respective headings. 


























Notes.—The first step in the accruing of the interest on 
the notes is to take some specific date, preferably the first 
of a month, and accrue all interest up to that point, making 
a pencil notation on the margin of the note. Two columnar 
books will be required in the note cage, one being for the 
interest bearing notes and one for the discounted notes. 
The method of procedure is exactly the same in both cases, 
the note teller spreading the earned portions into the month 
in which they are earned. For example—a note drawn on 
February 14, for $600.00 for 90 days at 7 per cent. interest 
earns $10.50 for the life of the note. This amount, however, 
is not earned when the actual interest is paid, but is earned 
as follows: 
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It would therefore be spread in this way on the accrual 
books whether the note was an interest bearing note or a 
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discounted note. Date and not numbers should also be 
shown so as to identify the amounts for audit purposes. 
The columns required would be as follows: 


Day Note No. January February March April May 


14 9361 1.63 3.62 3.50 1.75 
9362 2.33 5.17 5.00 5.17 2.33 
9364 3.50 4.00 


When first starting the accrual system, the notes of 
course will not run in sequence. After installation, how- 
ever, they will. Unless separate series of numbers are used 
for the interest bearing and the discounted notes, there will 
be numbers missing in each of the accrual books. This 
makes no important difference, however, in the smaller 
bank. Because if any particular note number does not 
appear in the interest bearing book, it should appear for 
that day in the discounted accrual book or vice versa. 

It is of course impossible to accrue interest on demand 
notes or matured notes in advance. Therefore this interest 
will be taken into consideration at the end of each month 
and entered on the accrual books at that time. The easiest 
way to do with the demand notes is to mark one month’s 
interest on the margin of each note, filing the demand notes 
separately from the regular notes. At the end of each 
month, all that is necessary to do is to add up the interest 
on the demand notes and enter on one line in the accrual 
book. The same is true with matured notes. Actually, 
matured notes should be carried in a separate file. The 
interest will then be computed in the same way as the 
demand notes at the end of the month, 

In this connection, it might be mentioned that the object 
of accrual is to tell the true story. Therefore it would be 
senseless to accrue interest which it is not expected to re- 
ceive. This means that no interest will be accrued on doubt- 
ful notes or on defaulted bonds. If interest on such items 
as these are brought on to the books, they are misleading 
as they would make the profit and loss statement show more 
income than could actually be collected. The thing to 
remember in accruing is (to use a cost accountant’s expres- 
sion) “lay the costs at the point of the tool.” In other 
words, to properly allocate the income and expenses to the 
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period to which they belong. If, therefore, income is 
brought on to the statements which actually is very doubt- 
ful of collection, then the statements are not reflecting the 
true condition. 

On demand notes paid during the month, the current 
month’s proportion of interest should be entered on the 
accrual books and the entire amount credited directly to the 
interest receivable accrued. Refunds of discounts will be 
entered in the discount accrual book in red in the respective 
monthly columns, the daily ticket charging “discounts col- 
lected not earned” with the full amount of the refund as 
explained in the general ledger posting instructions included 
herein. Installment payment notes discounted for the life 
of the note would of course be spread in the same way as 
non-installment notes. But where the installment payments 
affect the interest, they can only be spread for the time 
when the next installment falls due. 

All entries for the “interest income account” will come 
from the note teller’s accrual books and will be credited to 
“interest income” and charged to “interest receivable ac- 
crued” or to “discounts collected not earned” at the end of 
each month. 


Real Estate Mortgages.—The accrual of interest in the 
real estate mortgage department can be handled in exactly 
the same way as the interest in the note case; that is, by 
the use of a columnar book. Inasmuch, however, as the 
principal is frequently reduced at the interest paying date, 
it is only possible to accrue up to that interest paying date 
on the individual mortgages. These mortgages should be 
identified on the accrual books in exactly the same way as 
the notes, namely, by their number. When starting the 
accrual of real estate mortgages, it will of course be neces- 
sary to go through all the mortgages and take a specific 
date on which the accrual is to be started on the general 
books. 





Bonds.—As bond coupons are usually paid semi-annu- 


ally, the accruing of bonds presents no particular difficulty. 
One simple way in which this can be accomplished is to have 
a rubber stamp of the various months, and divide the 
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amount of the face of the coupon by six. This amount is 
then entered in pencil in the respective months of the coupon 
period. By using a pencil the figure can be changed as 
frequently as is necessary to meet the changes in the princi- 
pal. This stamp is placed on the corner of the bond reg- 
ister sheet. This method will be found quite satisfactory 
in so far as the inactive bonds are concerned. With bonds 
that are used for trading purposes, however, the actual 
accrued interest is easier to compute at the end of each 
month without the use of this rubber stamp on the sheet 
itself. 

At the end of each month an adding machine tape is 
made of the interest figures for that month. This amount 
is then debited to “interest receivable accrued” and credited 
to “interest income.” As coupons are collected the amounts 
are credited to “interest receivable accrued.” A rubber 
stamp which can be used on the bond register sheet for this 
purpose is as follows: 


January..... we ps ae 
February ... a August.. 
March seat dee September 
April . eve te Ne October .. 
May.. Ae November. 
June ees December 


As a matter of fact the auditor of a bank should have a 
complete record each month of the bonds maturing during 
that month and should keep that record in a permanent file, 
checking off the receipts and returned coupons against it. 

It might be mentioned in passing that the “interest 
earned account” in the general ledger should be separated 
in exactly the same way as the asset accounts are divided. 
This enables constant comparisons of the effective rates of 
interest in each classification. This effective rate of interest 
acts as a barometer. The reason for this is that the effective 
rate for each classification should remain constant or practi- 
cally constant. The amount of the principal having no 
bearing on the matter. Defaulted bonds and matured notes 


should be kept under separate general ledger controls for 
this reason. 
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Interest Paid Experience has proved that the average 
effective rate of interest paid on savings accounts remains 
practically constant. For this reason, the monthly reserve 
for interest can be based on such effective rates. These 
average effective rates may be ascertained by dividing the 
amount of interest paid on savings accounts by the average 
principal for the period. After these effective rates have 
been found, the monthly principal can be multiplied by 
1/12 of these effective rates and the amount thereof charged 
to the “interest paid” account and credited to “reserve for 
interest” account. 

At the savings interest paying dates, the amount in the 
reserve account will be adjusted to the actual amount paid. 
This can be accomplished by entering in the reserve account 
for the last month of the period, the difference between 
the actual amount to be credited to customers and the 
amount set up during the preceding months of the period. 

The same thing exactly applies to the interest on time 
certificates except that, at various times, the actual interest 
accrued on such certificates should be computed and the 
reserve adjusted to that figure. If care has been employed 
in finding this effective rate, any adjustment will, in normal 
times, be of a very minor amount. If the interest rate has 
been lowered so that it would be hard to ascertain the effec- 
tive rate over some periods for the past, the effective rate 
ratio to the former advertised rate can be ascertained, and 
that ratio applied to the new effective rate. 


To illustrate—supposing on a 3 per cent. advertised 
rate, the effective rate was 2.76 per cent. Then the adver- 
tised rate were reduced to 24% per cent. The effective rate 
would be very close to 2.3 per cent., or 92 per cent. of the 
advertised rate. This is because 2.76 per cent. is 92 per 
cent. of 3 per cent. Under the reduced rate it would 
probably still remain 92 per cent. of the advertised rate. 
Therefore, the same method can be used for ascertaining 
the amount to be set up each month as that which is ex- 
plained for use where the advertised rate remains constant. 
Changes in the method of computation, however, with or 
without a change of the advertised rate, would make the 
effective rate experience of the past periods of no use. Any 












THE BANKERS MAGAZINE 


new method of computation would require new effective 
rates to be ascertained. 


Ewpenses.—Any system of accrual can become so cum- 
bersome that it defeats its own object. It is not necessary, 
however, for a system to be cumbersome in order to give 
the information that is necessary. In the accrual of ex- 
penses, therefore, only such items as warrant the dividing 
between months should be spread. For example—while it 
is true such expenses as the telephone and telegraph bills 
may be paid on the 10th of the month for the preceding 
month, yet the monthly variance in between the bills for 
such service would not be great enough to warrant the 
holding of the books open until each bill has been received. 
In these smaller items each month’s expenses can show the 
amount that is paid. Such items as checks and passbooks, 
which are usually purchased in sufficient quantities to last 
many months, should, however, be spread into the months 
over the period. This is also true with stationery and other 
supplies. 

It is, though, unnecessary for all practical purposes to 
attempt to bring these into expenses as they are actually 
used. For all practical purposes, all stationery and supplies 
can be placed in the stock room and requisitioned out of 
that stock-room as required. They are then charged to the 
departments on the requisitions. In other words, deposit 
tickets, checks, pass books, letterheads and such items as 
this would be considered an expense once they had gone 
into the tellers’ cages or into the stenographic department. 
If an attempt i, made actually to charge a sheet of note 
paper out at the time that the letter is written, the system 
becomes so cumbersome as to disgust practical executives. 
Under this method, the stock-room would be charged when 
such items as this were purchased and credited when they 
were requisitioned out of the stock-room. In that way, 
there is always complete control of the stock-room. In 
such a stock-room, the bins should be numbered and the 
cards of the various forms should carry the bin number 
and also the number of the particular form. In this way 
it is quite simple to find any form that is required at any 
time. 


THE BANKERS MAGAZINE 


Naturally, the stock-room should be in charge of one 
person and should not be made available to everyone in the 
bank. The person in charge of the stock-room should either 
be the purchasing agent himself, or some one whom the 
purchasing agent designates. The purchasing agent, how- 
ever, being held responsible. ; 

Definite posting instructions for the general ledger are 
shown in the accompanying “T”’ accounts. 


GENERAL LepGER Postine Instructions AccruaL SysTeM 
INTEREST RECEIVABLE ACCRUED 


Debit 

Monthly with earned interest 
for month from the note cage- 
offsetting entry to correct in- 
come account. 

Monthly with earned interest 
from mortgages. Offsetting en- 
try to correct income account. 

Monthly with earned interest 
from bonds. Offsetting entry 
to correct income account. 

Accrued interest on bonds at 
date of purchase will be included 
in current month totals and off- 
setting entry will be to correct 
income jaccount. The debit ticket 
for day will charge the correct 
income account. 

Accrued interest on bonds sold 
will be included with ‘the run of 
interest earned for that month 
and included on the total debit to 
the account and credited to cor- 
rect income account. 

Monthly with earned interest 
from installment notes offsetting 
entry to correct income account. 


Credit 

Daily with interest receipts on 
interest bearing notes from tel- 
ler’s blotter. Offsetting entry to 
cash. (Discounts on discounted 
notes will not be credited here 
but to discounts collected not 
earned. ) 

Daily with interest from mort- 
gages from teller’s blotter. Off- 
setting interest to cash. (Mort- 
gage commissions will not be 
credited here but to “commis- 
sions” or such titled account.) 

Daily with accrued interest on 
bonds sold. Offsetting entry to 
cash, 

Daily with total of transit 
letters of bank-owned coupons. 
Offsetting entry to some cor- 
rectly titled account such as col- 
lections in transit. 


DISCOUNTS COLLECTED NOT EARNED 


Debit 

Monthly with earned discounts 
for month from note cage. Off- 
setting entry to correct income 
account. 

Daily -with refunds of dis- 
counts from note teller’s blotter. 
Offsetting entry to cash. 


Credit 
Daily with discounts received 
from note teller’s blotter. Off- 
setting entry to cash. 





THE BANKERS MAGAZINE 


INTEREST INCOME ACCOUNTS 


Debit 

Daily with accrued interest on 
bonds at date of purchase. (See 
instructions under interest receiv- 
able accrued.) 

Daily with changes in interest 
affecting PAST month only. Off- 
setting entry to interest receiv- 
able accrued. 

Daily with refunds of interest 
already credited to income. Off- 
setting entry to cash. 


RESERVE 
Debit 
With actual payments offset- 
ting entry to cash or accounts as 
case may be. 


This account will show on both 


Credit 


Monthly with interest earned 
from note cage. Offsetting entry 
to interest receivable accrued. 

Monthly with discount earned 
from, note cage. Offsetting entry 
to discounts collected not earned. 

Monthly with interest earned 
on mortgages. Offsetting entry 
to interest receivable accrued. 

Monthly with interest earned 
from bonds. Offsetting entry to 
interest receivable accrued. 

Daily with collection of cou- 
pons on defaulted bonds. Off- 
setting entry to cash. 

Daily with collections of in- 
terest on notes written off. Off- 
setting entry ‘to cash. 

Daily with interest on ma- 
tured notes from date of matu- 
rity to date of payment, if paid. 
If matured notes are dated back, 
the amount will come from note 
cage. 


FOR INTEREST 


Credit 
With amount set up monthly 
at average effective rate. Off- 
setting entry to correct interest 
paid account. 


debit and credit side whether 


amount applies to regular savings, Christmas, C. D.’s or bills payable. 

The difference between ‘the actual amount and the amount reserved 
will, at each paying date, be debited or credited here as the case may 
be, the offsetting entry being to the interest paid amount of the account 


affected. 


PREPAID EXPENSES 


Debit 


To this account will be charged 
the items of larger expenditures 
where the amounts are not all 
applicable to the one month, such 
as insurance premiums, purchases 
of checks, ete. 


Credit 


Credited each month with the 
amount of the proportion of the 
larger expenses which have been 
charged to this account. Offset- 
ting entry will be to the correct 
expense account. 
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RESERVE FOR TAXES, INSURANCE, ETC, 


Debit Credit 


With actual payments. Offset- With monthly proportions of 
ting entry will be to cash. anticipated yearly expenditures 
for taxes, insurance or other 
large recurring expenses. Off- 
setting entry will be to the cor- 

rect expense account. 


Adjustments will be made when the actual payments are made, this 
account being debited or credited as the case may be, the offsetting 
entry being to the correct expense account. Ordinarily, taxes, insurance, 
fidelity bonds, etc., will be the only accounts, but such accounts as 
“attorney fees” might have to be included under certain conditions. 
This ledger account should specify both on debit and credit side the 
account which the amount applies to. 


- By Ed Reed 


SLB: 


>... 


“We're in for it now, you dummy, you parked by a fire plug.” 


Reproduced with the permission of the Boston Globe and the 
Register and Tribute Syndicate, Des Moines. 





Scientific Account Analysis 
Conclusion 
By Freperick W. Herzen 


This is the last of thirteen articles on account analysis of checking accounts 
which have been running since the December issue a year ago. These articles 
will be published in book form sometime this coming winter.—Enrtor. 


going method of analyzing accounts is a simple one. 

The services it renders entails an expense to the bank. 
That expense must be retrieved, plus a reasonable excess 
for profit, if the bank is to remain in existence. In payment 
for those services the bank is willing to credit to the deposi- 
tor a major portion of what can be earned on their deposit 
balances left in the bank’s possession. The value of those 
balances are regulated by the general market value for 
funds of that character. 

By educating the public to a realization of these facts, 
the future course of events need give us little concern even 
though we may again have to re-educate the public to a 
different plan of paying for their banking service. 

To anticipate, at this time, some changes that may occur 
in the future and visualize what effect these changes would 
have in our relationship to the public and our method of 
handling our problem would be of value in determining 
whether or not we would embark upon a policy that could 
reasonably be expected to cope with changes as they occur. 


gps principle around which we have built the fore- 


Interest Rates——At the present time money rates are 
low in comparison to a few years past. There are indica- 
tions that we will see lower before we will again see higher 
rates. 

If money rates go lower, the value of deposit funds will 
be less and hence it will be necessary to require larger 
balances per dollar amount of services rendered. If we 
have established the principle of valuing balances by their 
earning power, when the earning power of that class of 
funds goes down it would not be a difficult fact for a 
reasonable person to understand that larger balances must 
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be required or a large direct payment by the depositor 
accepted for services rendered. 

If money rates go down further and it is necessary to 
require larger balances, it would be quite reasonable and 
logical to expect the banks to decrease their profit ratio on 
balance requirements. The banks could do so without loss 
to themselves for if rates were to recede to a point where 
twice the balance requirements were necessary, our rate on 
balances could be 1% of 1 per cent. instead of 1 per cent. 
and still leave our dollar amount of profit as it is, for 
although our rate would be halved our balance requirement, 
on which we make our computations, would be doubled. 

We would, therefore, have the means of coping with 
such a trend in a scientific manner and also be enabled to 
treat fairly all concerned. 


Reserve Computations.—There has been comment of 
late, emanating from influential sources, on the advisability 
of having reserve requirements based upon the turnover 
of funds. While this idea might not at the present time 
be widely entertained, it is not impossible but that it will 
become standard practice in the future. 

If such a method of computing reserves were to be 
adopted, would we be at any great disadvantage in analyz- 
ing accounts correctly? 

The method here outlined could handle the problem 
quite effectively. In fact with the table basing reserve 
requirements on gross balances we almost do so now. 

Of course there could be a considerable turnover of 
funds in an account without necessarily increasing the float, 
if a large percentage of deposits were subject to immediate 
credit. 

If in figuring turnover, it was also desirable to include 
funds deposited that were subject to immediate credit, it 
could be done without a great deal of trouble. It would 
only require the inclusion of another table that would take 
care of that factor on all deposits subject to immediate 
credit. 


Other Changes.—There may be other charges of a basic 
character that are not at the moment foreseen, but it is 
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reasonable to assume that if we can cope with those that 
are now known or that it is reasonable to expect may arise 
in the future, it is quite likely that we could as conveniently 
take care of other problems as they arise. 

We can certainly expect that our expenses and the rate 
of income on funds will always be more or less in a state 
of flux. However, regardless of the degree in variation in 
the basic factors we have used, our only inconvenience, from 
the standpoint of an accurate analysis, would be to substi- 
tute different tables for those in use. The mechanics of 
procedure would not change, our results would be just as 
accurate and conclusive. 

As our success in establishing a mutually satisfactory 
relationship with commercial depositors means so much in 
the future profitable operation of our banks, there is most 
certainly a need for some means of assisting ourselves in 
doing this job thoroughly and effectively. 

The method of analyzing accounts which I have de- 
scribed in these articles is offered in the belief that it will 
supply that means. 


Those who fondly meditate on the easier life and the 
higher standards of consumption which they think will be 
brought about by a redistribution of wealth, seldom have 
more than the vaguest notions of how wealth might actually 
be divided. They think in terms of money, of which only 
about five or six billion dollars are in circulation; while the 
wealth of the country—many times that amount—exists in 
the form of food, clothing, automobiles, railroads, factories, 
mines, power system—real goods and services. You cannot 
divide a railroad. Nor can you convert all these things 
into cash and divide that.—F'rom the Girard Letter, pub- 
lished by the Girard Trust Company, Philadelphia. 





Prices ---- High or Low ? 


(From the Christian Science Monitor) 


been told that higher prices would 

pave the road back to prosperity. 
This was one of the theories back of the 
New Deal. Even foreign statesmen ad- 
hered to this aim. Now we are told by 
the Brookings Institution, in a new sur- 
vey just published, “Income and Eco- 
nomic Progress,” that this is all a mis- 
take, and that low prices are vital to 
economic progress. 

Which is right? If we may further 
complicate the problem, we would say 
both! The trouble is that, with our 
clipped thought, expressed too often in 
slogans, meanings are left unclear. Mr. 
Roosevelt’s aim to achieve higher prices 
was restricted to farm products and raw 
materials. Several times, particularly 


Fe: some time past Americans have 


at the beginning of the NRA campaign, 


he expressed the hope that prices would 
not rise in respect of manufactured 
goods. Indeed, his reformism has been 
directed toward the lowering of high 
“city” prices. Witness his campaign 
to bring down utility rates. His object, 
in economic parlance, has been to close 
the “scissors” between city and country 
prices. 

For what reason? In order to diffuse 
purchasing power. All economic life is 
dependent upon exchange, and if the 
terms of the exchange are maladjusted, 
then economic activity freezes up. The 
case of the farmer has been cited fre- 
quently. It bears repetition by way of 
illustration. We will take a typical 
farm purchase, a double wagon. In 
1925 the number of bales of cotton 
needed to buy it was .93; in 1932, 2.61. 
In 1925 the number of bushels of wheat 
needed to buy it was 66; in 1932, 210. 
In 1925 the number of 200-pound hogs 
needed to buy it was 4.5; in 1932, 11.5. 
This is the astounding way that farmer 
purchasing, or exchange, power de- 
clined. Naturally it affected the fac- 
tory, which could not dispose of goods 
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among the farmers, and the result was 
progressive joblessness. 

It is the method, not the aim, of rais- 
ing farm prices which has made for 
differences of opinion. The Roosevelt 
method is sometimes summed, up as 
“scarcity economics.” Prices have been 
put up by reducing output and juggling 
with the currency. But the penalty of 
such a method is obvious, especially 
when combined with factory restriction. 
The total national product for distribu- 
tion among the population is reduced. 
Thus there is less to share. The only 
economic method of raising prices is to 
allow them to rise naturally—through 
the enlargement of demand for an ever- 
increasing national output. More de- 
mand brings higher prices. 

The Brookings Institution’s plea for 
low prices refers to the state of indus- 
trial society when equilibrium returns. 
It condemns scarcity economics as the 
method of bringing about higher prices. 
But it does not rule out the normal 
supply and demand increase created 
when demand moves up from the nadir. 
What concerns Dr. Harold G. Moulton 
most in this Brookings study is what 
happens when business, meaning indus- 
trial enterprise, is back on an even 
keel. We are in an age of labor-saving 
devices which should and can only yield 
their benefits to consumers in lower 
industrial prices. 

This Brookings survey makes several 
suggestions for the future maintenance 
of income equilibrium. But none is 
more vital, it says, than the sharing of 
the benefits of technological progress 
with the consumer in lower prices. This 
is the answer to the machine; nay, its 
justification. This is the one way in 
which all society is benefited. For we 
are all consumers, and reforms which 
aim at higher prices for groups of pro- 
ducers have to be paid for by the rest 
of society. 
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INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


Bank Investment Since the Moratorium 


generally witnessed easy credit 

conditions and increases in bank 
holding of securities. Superficially, 
events of the last two years have paral- 
leled past experience. Money has not 
only been easy, credit has been super- 
abundant; the sum total of bank invest- 
ments has not only increased, it has ex- 
panded sharply. From all outward 
indications, it would seem as though 
the trend of bond investments has been 
pursuing its normal course in the busi- 
ness cycle. The difference, if any, 
would appear to be merely one of de- 
gree, with bond buying being far more 
vigorous than usual. 

Nevertheless, even a brief examina- 
tion of banking statistics reveals many 
differences. For a good many years, 
bank investment policy had been free 
from the influence of special or extraor- 
dinary factors. Since the banking 
moratorium, however, investment policy 
has been governed by necessity rather 
than choice. The exigencies of Treas- 
ury finance, arising out of unbalanced 
budgets, have transformed our commer- 
cial banks into investment trusts, with 
Government bonds as the principal as- 
sets. On June 29, 1935, banking in- 
stitutions throughout the country held 
over 53 per cent. of the gross national 
debt (excluding guaranteed obligations). 
In the two year period extending from 
June 30, 1933 to June 29, 1935, the 
direct governmental debt expanded 
$6,162,221,000—and of this increase, 
banks absorbed about 88 per cent. 

It has already been pointed out that 
if we were also to consider the heavy 
purchases of Treasury obligations by 
life insurance companies and other in- 
stitutional investors during this period, 
total additions to existing holdings in- 
creased at a faster rate than the Federal 


R ems from depression has 


debt. The obvious conclusion is that 
corporate and private investors have 
tended to dispose of Government bonds 
and that the general public has been 
reluctant to purchase new Treasury 
issues. 


UNSATISFACTORY SITUATION 


Such a state of affairs is entirely un- 
satisfactory. It explains, however, re- 
cent trends in institutional investment 
holdings and gives recognition to the 
Treasury's dependence on the banks for 
present and future accommodations. Of 
course, there are some who attempt to 
allay the fears arising from such an 
unhealthy situation. It is declared that 
our banks rendered similar services dur- 
ing and following the war; that now, 
emerging from as great a crisis, they 
must again assist the Government in its 
financing. Nevertheless, without di- 
gressing to discuss the basic merits or 
weaknesses of the Treasury's spending 
program, fundamental differences must 
be recognized. In the first place, the 
volume of bank holdings of U. S. securi- 
ties is much larger than it was over 
fifteen years ago. Secondly, during the 
war financing, the banks acted pri- 
marily as distributors of securities, hold- 
ing bonds only until investors absorbed 
them. Finally, it should be noted that 
the Administration’s easy money policy, 
designed to lower the cost of carrying 
the national debt, has not been formu- 
lated for the purpose of making Treas- 
ury obligations attractive to the indi- 
vidual investor. 

For closer analysis, let us review the 
trend of national bank security holdings 
for the period under consideration. In- 
asmuch as the figures furnished by the 
Comptroller of the Currency constitute 
the only homogeneous body of material 
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available for study, this data is used 
for comparative purposes.! It affords 
a fairly accurate indication of com- 
mercial bank investment policies. 

Since the post-war period, our banks 
have placed an increasing proportion 
of their assets in securities. Recogni- 
tion of this trend has been widespread. 
Until the depression, increases in such 
holdings (mainly “Other Securities”) 
arose out of the growth of time de- 
posits and the process of corporate 


$s 


—largely in Government - securities, 
The past few years have witnessed a 
further development (additional heavy 
increases in the holdings of Federal 
obligations—this time) because of recur- 
ring Treasury deficits. The rise in the 
proportion of security holdings to total 
deposits is attested by Table 1. 

The growth of national bank invest- 
ments over the past two years is illus- 
trated by the chart on page 580. Hold- 
ings of United States securities are dis- 
tinguished from “Other Securities.” In 
addition, as all groups of banks do not 
necessarily pursue identical investment 
policies, the holdings of central reserve 
city, reserve city and country banks are 
segregated as shown in Table 2. 

Of course, the most striking develop- 
ment of the period under consideration 
has been the sharp expanison in the 
holdings of United States securities. It 
may be observed that all banking groups 
increased such investments heavily. 
However, upon examining the figures, 
we find that while the central reserve 
city banks augmented their holdings 101 








TABLE 1 


June 
June 
June 
June 
June 
June 


Proportion of U. S. 
security holdings 


Proportion of all 
security holdings 
to total deposits 
Per Cent. 

28.7 

34.6 

41.2 

44.0 

46.9 

47.6 


to total deposits 
Per Cent. 





evolution as it affected the banking 
structure. Subsequently, the depres- 
sion initiated a desire for liquidity and 
a restricted employment for bank funds 


‘In this analysis the Comptroller's figures 
are adjusted. All bonds guaranteed by the 
Government, either as to principal or inter- 
est, are included in U. S. securities and not 
in the “Other Security” classification. In 
1933, however, indirect obligations of » the 
Treasury were not reported separately and 
for the call date June 30, 1933, they are 
included in the latter category. 


per cent. in the two year interval, the 
reserve city institutions and country 
banks expanded their holdings ‘74 per 
cent. and 75 per cent. respectively. The 
percentage of deposits invested in Gov 
ment obligations, as set forth in Table 
3, is also of interest. 

Further examination shows that, in 
accordance with usual practice, the 
banks at the money centers have been 
keeping most of their Federal holdings 
in short-term rather than long-term 
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obligations, while the country banks 
have favored the latter classification.” 
Such data is made available in 
Table 4. 
The high proportion of short-term se- 


LOS ANGELES 


withdrawals of balances and, for this 
purpose, short-term governments con- 
stitute excellent secondary reserves. The 
country banks, because of the large 
proportion of time deposits, are more 








TABLE 2 
J, §. SECURITIES 
(000 omitted) 


C.R.C. 
$998,851 


1,991,916 


R.C. 
$1,840,264 
2,707,366 
3,208,202 


C.B. 
$4,031,576 
6,003,652 
7,177,410 


OTHER SECURITIES 


C.R.C. 
MA rs. 0 eierotecw Se alors ayers $710,783 
617,361 
641,302 


R.C. 
$970,787 
1,019,542 
1,085,432 


C. B. 
$1,658,485 
1,707,998 
1,812,222 


TABLE 3 
PROPORTION OF U. S. SECURITY HOLDINGS TO TOTAL DEPOSITS 


CR, 


Per Cent. 
Se ae ae eee 24 


June 30, 
June 29, 


B.C: C. B. 
Per Cent. Per Cent. 
36 20 
35 25 





curities held by the larger city banks 
may be attributed to their function as 
bankers’ banks; they must be in a posi- 
tion to withstand sudden and heavy 


*In this computation, long-term issues com- 
prised bonds to secure note circulation, 
Treasury bonds and Liberty Loan bonds. 
The 1935 figures, however, reclassify Liber- 
ties in the short-term category. The latter 
classification includes Treasury notes, certifi 
cates of indebtedness and Treasury bills. 


interested in income; hence, they favor 
the longer term classification. 


An explanation of the trend of all 
banking groups to shorter-term securi- 
ties, however, may be traced to the 


Treasury's financing program. For the 
period covered, increases in direct Gov- 
ernmental debt included $713,000,000 
of long-term bonds and $4,776,000,000 
of shorter-term obligations. The Treas- 
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TABLE 4 


Per Cent. Per Cent 
June 30, 1933 C.R. R. C. 
Long-term 36 65 
Short-term 64 35 
June 


Long-term 31 44 
Short-term 69 56 


TABLE 5 
HOLDINGS OF OTHER SECURITIES 
(000 omitted) 

C.R. C. 


OND TE en ER $710,783 
June 29, 1935 641,202 


K. Cc. 


$970,787 
1,085,432 


C. B. 
$1,658,485 


1,812,222 








ury followed the line of least resistance 
in floating new issues. Banking institu- 
tions provided the only market of conse- 
quence for Federal obligations and, as 
they exhibited a marked preference for 
bonds of near maturity, such were the 
type issued. 

But while Government bond holdings 
expanded sharply, “Other Security” in- 
vestments increased but slightly. For- 
merly, favorable bond market conditions 
were generally accompanied by substan- 
tial increases in such investments, espe- 
cially in country. bank portfolios. To 
date, such growth has not been ap- 
parent. Primarily, this reflects the fact 
that our banks have been “loaded up” 
with Treasury issues to such an extent 
that additions to other holdings have 
been restricted. It must be realized 
that, in every practical banker’s mind, 
there is at least a psychological limit 
beyond which he will not permit his 
bond portfolio to expand. 

Again analyzing investment trends by 
banking groups, we find that the port- 
folics of the large city banks are slightly 
smaller while those of the other two 
groups are somewhat larger. See Table 5. 

i is open to question, however, 
whether the central reserve city group 
did reduce holdings in the period re- 
viewed. It should be observed that the 
1933 figures included obligations of the 
Home Owners’ Loan Corporation, the 
amount of which is not known, not re- 
ported separately at that time. The 


1935 tabulation above excludes such 
holdings. Nevertheless the fact remains 
that, under more normal conditions, at 
least moderate increases in this group 
should have been experienced. 

Despite the fact that the sum total 
of “Other Security” holdings has in- 
creased, the aggregate amount of cor- 
porate obligations and foreign securities 
held thas actually decreased. Expan- 
sion in this classification has fallen en- 


U.S SECURITIES 











JUNE 29.1935 
OTHER SECURITIES 


Chart showing the amount of U. S. 

securities and “other” securities 

held by the banks. C. B. repre- 

sents country banks; R. C.—reserve 

city banks and C. B.—central re- 
serve city banks. 
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tirely in the municipal subdivision. 
Thus, while “Other Security” holdings 
increased $198,901,000, additions to the 
municipal group amounted to $318,- 
443,000. By way of comment, it may 
be noted that on June 29, 1935, munici- 
pal holdings of $1,386,230,000 were 
39 per cent. of total “Other Security” 
investments of $3,538,956,000. The 
tendency toward expansion of munici- 
pal holdings have been marked in each 
banking group. 


TABLE 6 


IN PRINCIPAL CITIES 


Although holdings of railroad and 
public utility bonds have increased 
slightly at country banks, such totals 
have decreased at the central reserve 
city banks. As far as foreign bonds 
and holdings of “Other Bonds” (mainly 
industrial) are concerned, all groups 
showed a tendency to dispose of these 
obligations. Also, all groups increased 
holdings of bonds of Federal instru- 
mentalities not bearing the Treasury 
guarantee. See Table 6. 


(000 omitted) 


RAILROAD BONDS 


C.R.C. 


$120,061 
111,211 


R.C. 
$119,831 
127,548 
FOREIGN BONDS 
RG, 
$68,242 
43,035 


C.R.C. 


$62,330 
34,199 


MUNICIPAL BONDS 


C.R.C. 
$226,958 
277,958 


B.C. 


$406,016 
515,225 


30, 1933 
29, 1935 


C. B. 
$290,742 
354,452 


C. B. 


$135,742 
77,886 


C. B. 


$434,823 
593,047 


PUBLIC UTILITY BONDS 
CRG, R.C. C. B. 
$71,407 $98,643 $363,210 
48,564 104,420 385,512 
OTHER BONDS 


C.R.C. R.C. 


$127,418 $178,457 $315,985 
46,777 126,062 230,460 
BONDS OF INSTRUMENTALITIES 
(not guaranteed )* 
C.R.C. R.C 
$11,494 $59,894 
32,891 89,191 


C. B. 


C. B. 


$67,171 
97,574 


*The first set of figures represents holdings as of March 5, 1934, when separate listing 


was first made. 
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Americans are proud of the in- 
dustrial achievements that have 
made their brawn, courage and 
ingenuity world famous. The 
chief disease which threatens 
that supremacy is tuberculosis. 
It is the greatest cause of death 
between the ages of 15 and 45. 
Help protect American man 
power from this enemy by pur- 
chasing the Christmas Seals that 
fight it all year round. The seals 
you buy today may save your life 
tomorrow. 


BUY 
CHRISTMAS 
SEALS 


The National, State and 
Local Tuberculosis Associa- 
tioms of the United States 





In view of unsettled conditions 
abroad the decline in holdings of for- 
eign government and corporate bonds 
needs no further explanation. Smaller 
investments in foreign securities may 
also reflect, in some measure, heavy 
charge-offs made during the period 
under consideration. The reduction in 
holdings of “Other Bonds,” however, 
may be partly attributed to the reclas- 
sification of United States Government 
guaranteed obligations already men- 
tioned. 

A definite forecast of the future 
trend of bank investmegts is hazardous. 
Nevertheless, it is fairly safe to assume 
that, as long as the present factors 
influencing such holdings continue in 
effect, no great changes are in immedi- 
ate prospect. Thus, resumption of 
heavy financing by the Treasury will 
probably witness further increases in 
holdings of United States securities. 


Just when the saturation point will be 
reached, cannot be predicted. 

Such expansion will probably con- 
tinue to restrict the growth of “Other 
Security” investments. In any event, as 
far as the latter obligations are con- 
cerned, present low yields on high-grade 
issues and lack of sufficient confidence 
in medium grade bonds militate against 
increases in this division. In view of 
the large amount of Government financ- 
ing yet to be accomplished, further en- 
largement in holdings of the’ shorter- 
term ‘Treasuries may be expected. Of 
course, a Treasury refunding program 
to dispose of the huge floating debt 
would effect the banks considerably. 
However, because of the marked antip- 
athy of the banks to any but shorter- 
term obligations, such procedure does 
not appear likely in the near future. 
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DANGERS OF GIVING INVEST- 
MENT ADVICE 


I AM sorry, and I am sure the bankers 
are, that they ever stepped out of their 
own province to engage in the invest- 
ment business, either directly or through 
the media of investment company afhli- 
ates. Prior to that misstep, the banker 
could at least say that he didn’t know; 
but, in the investment business himself, 
and with a list of securities to sell, he 
could not very well dodge the respon- 
sibility of extending his advice, good 
on local matters, to include a subject 
for which he was, to say the least, 
poorly prepared.—From ‘“‘A Successful 
Investor's Letters to His Son” by Karl 
Hellberg. 


THE GREAT LESSON OF THE 
DEPRESSION 


THE great lesson of the depression is 
that war is an anachronism in modern 
life, that modern, highly-organized, in- 
terdependent society cannot afford to 
have war.—Letter National City Bank 


of New York. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


Great Britain 


THE return of the National Govern- 
ment to power with a reduced but 
nevertheless substantial majority has had 
a reviving effect on British markets 
and trade. Many new capital issues 
which have been held up by the 
Ethiopian situation and the elections 
will be floated soon, it is expected, and 
financial circles are said to be taking 
a decidedly cheerful view of the situa- 
tion. 

Britain’s textiles have been revived 
by the Italian-Ethiopian conflict and 
Lancashire cotton mills are reported 
to be the busiest in some time filling 
orders formerly supplied through Italian 
sources. 

Prevailing cheap money rates have 
again stimulated building operations 
which are on the increase, a feature 
being the construction of so-called lux- 
ury apartment houses in London on 
sites formerly occupied by mansions. 

Increased Government loans have 
been sanctioned for public works, 
mostly highway construction which 
should have a tendency to relieve un- 
employment and be of benefit to the 
cement and allied industries. Figures 
recently released show that during Au- 
gust unemployment showed a further 
decrease from 1,992,000 to 1,950,000. 

The Financial New’s index of thirty 


industrial stocks stood at 104.5 on No- 
vember 14 as compared with 87.9 at 
the beginning of the year. This is 
based on the level of July 1, 1935, as 
100. 

Some concern is felt over the effect 
of sanctions on British trade especially 
as they bear upon the discharge of 
Italian ccommercial debts in Great Bri- 
tain. The Chamber of Commerce of 
London is urging the Government to 
make good any capital losses on the 
theory that sanctions are political and 
that their costs should be borne by the 
nation as 2 whole. 

The gold holdings of the Bank of 
England stood at the high record of 
£197,556,588 on November 16 which 
represents an increase of £4,332,895 
since the first of the year. 

Foreign trade in October made an 
extremely favorable showing. Exports 
for the first ten months exceed those of 
the same period in 1934 by 7.9 per 
cent., while imports in the same period 
were 1.1 per cent. larger than last year. 

The Board of Trade’s index of whole- 
sale prices in October, based on the 
average for 1930 as 100, was 91.9 com- 
pared with 89.6 in September and 87.8 
in October, 1934. 

October figures for ten London clear 
ing banks show an increase of more than 
£12,000,00 in deposits to a new peak of 


BANKERS INVITED 


FOREIGN BANKS ARE 


INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) | 


UR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 





COLLECTION SERVICE IN ECUADOR 


For American Bankers 


and under American Standards. 


LA PREVISORA NATIONAL BANK OF CREDIT 


Head Office: GUAYAQUIL 


Main Branch: QUITO 


33 other Branches and Collecting Agents in the Country. 


Our Foreign Department not only undertakes actual collection 
of drafts but renders a complete service through its exhaustive 
Credit Reports and Quarterly Business Survey, mailed free of 


charge to our patrons abroad. 


54% of all collections on Guayaquil are handled by our Bank. 


£2,035,675,000. The government is 
said to favor an expansion of credits 
through expansion of the currency in 
order to effect easy money and obviate 
any necessity of the banks’ liquidating 
gilt-edge securities to finance trade. 

British retail trade is improving, Sep- 
tember sales being 8.1 per cent. larger 
in money value than during the same 
month a year ago and 12 per cent. 
larger than in 1933. 


France 


THE French political situation continues 
to be disturbing, the Laval government 
only retaining its power through the 
most delicate handling of the Right and 
Left forces which assail it from both 
sides. While it is hoped that the radi- 
cals will not attempt to overthrow the 
government until after the budget has 
been passed it is presumed that when 
the Chamber meets the government will 
be assailed violently by a coalition of 
the Left parties. This danger is par- 
ticularly to be feared as the legislative 
elections [will be held next May and 
deputies are likely to press for dem- 
agogic measures in order to curry favor 
with the voters of their respective dis- 
tricts. 

The 1935 French budget will balance, 
it is said, but borrowing is expected to 
be necessary to meet fairly heavy ex- 
traordinary expenses for armament and 
for public works to combat unemploy- 
ment. 
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The decision of the Bank of France 
to raise the discount rate from 3 to 4 
per cent. caused a surprise in financial 
circles ;where many observers feel that 
this action will be powerless to arrest 
the outward current of gold which is 
based on fears of the franc’s devalua- 
tion. The bank’s decision is taken as 
a gesture to impress the radical depu- 
ties of the Chamber’s finance committee 
with the dangers inherent in the aban- 
donment of the fiscal policy of Premier 
Laval. 

The raising of the bank rate has had 
the effect of increasing the already 
heavy burden of the treasury, which, 
likewise, has had to raise from 3 to 4 
per cent. the interest on bonds it issues 
and renews every three months to the 
amount of 15,000,000 francs to cover 
current requirements. 


A decrease of 173,000,000 francs in 
the gold reserves of the Bank of France, 
the ratio falling from 74.92 to 74.36 
per cent., was shown in the return for 
October 30. Part of this is said to rep- 
resent a speculative exodus of capital 
caused by fear of an overthrow of the 
Laval Cabinet and the recovery of 
power by the Left wing parties which is 
considered a menace to the franc. The 
movement of gold to the United States 
is considered by some, especially the 
British, to be due to the fact that the 
dollar is undervalued. It is partly to 
be explained, however, by the attraction 
of the American security market where, 
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CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 
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EIGHTY YEARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


in the opinion of most European in- 
vestors, stocks are not yet overvalued. 

During October two important loans 
were floated — a 700,000,000 franc 
loan by the City of Paris and a 600,- 
000,000 franc loan by ‘Algeria which 
indirectly provided the treasury with 
temporary resources and were eagerly 
taken up by the public. Their yield to 
subscribers was more than 5 per cent. 


Germany 


THE outcome of the British elections is 
regarded favorably in Germany where 
financial circles feel that it will result 
in less anti-German feeling in England 
than if the Labor party had been vic- 
torious. It is also felt that the new 
ministry will avoid military measures 
against Italy, confining itself to purely 
economic sanctions. 

Deposits in the five principal Berlin 
banks in September declined by 80,000,- 
000 marks and their -omposite ratio of 
liquid assets to liabilities is 39 per cent. 
against 41 per cent. at the end of 
August. 

The walue of Germany’s industrial 
production in the first half of 1935 is 
officially estimated at 28,000,000,000 
marks compared with 24,000,000,000 in 
the first half of 1934. Electricity con- 
sumption was 13 per cent. greater than 
in 1934. 

The Institute for Trade Research re- 
ports that Germany’s share in the com- 
bined machinery exports of the three 
principal machinery-manufacturing coun- 
tries is less than 28 per cent. against 


Inquiries and correspondence invited. 


45 per cent. in 1932. Meanwhile the 
share of the United States rose from 
23.4 per cent. to 35.6 per cent. and 
England’s from 31.6 per cent. to 36.6 
per cent. 


Germany's favorable balance of trade 
in September has had the effect of 
establishing an almost complete equilib- 
rium between imports and exports for 
the year to date. The surplus of im- 
ports for the first nine months was only 
29,600,000 marks against 265,000,000 
in the same period of 1934. The un- 
favorable feature, however, is the con- 
tinuing decline in the export of manu- 
factured goods which has been going on 
since June. 

The index of German industrial pro- 
duuction based on 100 for the average 
of 1928 was 102.8 for September, 
against 95.5 for August. Unemploy- 
ment in October increased by 114,000 
contrasted with a decline of 14,000 in 
October, 1934. Automobile production 
is active, private car production for the 
first nine months of 1935 being 157,000 
against 117,000 last year during the 
same period. 

The Reich’s new embargo on the 
export of foodstuffs and raw materials 
is dictated by national necessity due to 
domestic shortages. As this coincides 
neatly with Germany’s neutrality policy 
it can not be objected to by Italy. 

German bank journals in commenting 
on the export of gold to the United 
States predict that the heavy flight of 
capital from Europe will continue until 
peace is restored. 
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Japan 


EIGHT rules for “social conduct” have 
been devised by the Japanese Board of 
Tourist Industry, and conspicuously 
posted, with the consent of the govern- 
ment, at all railway stations, hotels, 
postoffices, &c. In addition to Nip- 
ponese, it is in six languages including 
English, French, German, and Can- 
tonese, but not Mandarin, and reads: 

Do not whisper among yourselves or 
titter in the presence of foreigners. 

Don’t imitate fancy gestures learned 
at the cinema, which will only excite 
disgust on the part of foreigners. 

Don’t ask a foreigner’s age unless it 
is absolutely required. 

Light pranks add zest to your service, 
but don’t pull people’s ears. 

Don’t eat bananas without cutting 
them up. ‘Don’t suck your fingers or 
form a circle with your thumb and 
forefinger. 

Don’t go as far as the door when 
you direct foreigners to the lavatory. 

Don’t go into the bathroom when 
foreigners are bathing to ask whether 
the temperature of the water is just 
right or to help them wash themselves. 


Italy 


THE Ethiopian campaign drags on with- 
out any decisive results yet to be re- 
corded. Italian troops continue their 
penetration of Ethiopia without meet- 
ing any very effective resistance other 
than that imposed by the difficult nature 
of the terrain itself. Now that the 
British elections are out of the way it is 
felt in some quarters that efforts will 
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be made to bring about a peaceful solu- 
tion of the conflict which has been so 
disturbing to European industry. 

A matter of great interest and specu- 
lation is the question of how effective 
economic sanctions by members of the 
League will prove in weakening Italy’s 
ability to continue her “Colonial enter- 
prise.” As three major nations and 
several minor ones are not members of 
the League it is believed that the at- 
tempts to “starve” her out will not be 
effective. 

Italy hopes to be able to finance the 
war through domestic loans and to make 
good the inevitable losses in her gold 
reserves by intensifying her operations 
of the gold mines in Eritrea. It seems 
apparent that the Italian people are 
wholly united in their determination to 
carry on at any sacrifice and while this 
intensely national and patriotic fervor 
continues outside pressure will not be 
effective in persuading her to abandon 
her attempt to conquer Ethiopia so long 
as her man-power and resources hold 
out. 


Notes 


THE forty-third ordinary general meet- 
ing of English, Scottish & Australian 
Bank, Limited, was held in London 
on November 27. At the meeting 
the directors submitted the balance 
sheet and profit and loss account 
made up to June 30, 1935. Gross 
profits were £1,025,858. Deducting ex- 
penses of management amounting to 
£717,577 and income and other taxes 
amounting to £64,701 there was left a 
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net profit of £243,579. From this 
amount an interim dividend of 2! per 
cent. was paid amounting to £75,000 
and £15,000 was appropriated to the 
reserve fund. This left a balance of 
unappropriated profits for the year of 
£153,579 which, when added to £275,- 
747 brought forward from June 30, 
1934, made a total of £429,326. It was 
proposed to make further appropriations 
from this amount as follows: To the 
officers’ provident fund, £5000; to a 
further dividend of 2 per cent. (mak- 
ing 5 per cent. for the year) £75,000; 
to contingencies reserve, £50,000. This 
leaves a balance of £299,326 to be car- 
ried forward. 


The Anglo-South American Bank, 
Ltd., held its annual meeting last month 
and reported net profits of £37,,019 for 
the year ended on June 30. Bad and 
doubtful debts were met from the con- 
tingency account. Of the net profits 
£7,792 was applied to legal reserves in 


NEW YORK 


Chile and Ecuador and £29,226 to con- 
tingencies. The ratio of cash to total 
deposits was 263/, per cent. Cash, se- 
curities and bills receivable were £10,- 
752,629 or 44 per cent. of deposits and 
acceptances, which amounted to £24,- 
416,628. 
-©- 


A REDUCTION OF OUTPUT 


THE principal speaker at a recent ban- 
quet occasion made the following appro- 
priate observation: 

I have never understood how it was 
possible to raise the standard of living 
by producing less. The only thing I 
have ever been in favor of was fewer 
after-dinner speeches. In fact I wrote 
to the Government and asked if I 
couldn’t get a grant of money for 
speeches that I would agree not to make 
in 1935. I didn’t get the money, and 
that is why I am here still making 
speeches.—The Kansas Banker. 





THE POWERS OF CONGRESS 


over 


Currency, BANKING 
and 


Security DisTRIBUTION 


By 
THOMAS J. ANDERSON, Jr., Ph. D., 


Instructor in Economics, School of Commerce, 
Accounts and Finance, New York University; 


Author of 
“Federal and State Control of Banking” 
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Current Conditions in Canada 


Bank of Montreal 
Statement 


STRONG in all departments, the annual 
statement of the Bank of Montreal 
issued last month contains many inter- 
esting features. 

The statement, which covers the fiscal 
year to October 31, shows that at the 
close of the year the total assets of the 
bank were $792,772,872 as compared 
with $759,108,178 a year ago, an in- 
crease of over $33,000,000. 

Included in total assets are liquid 
assets of $533,374,811, against $491,- 
247,207, a gain of over $40,000,000, 
and equal to 74.48 per cent. of all 
liabilities to the public. An outstand- 
ing feature is the holdings of govern- 
ment and other bonds and debentures 
amounting to $361,769,948, as com- 
pared with $317,936,912 a year ago, 
an increase of over $43,000,000. In 
keeping with the bank’s policy, the 


greater portion consists of gilt-edge se- 
curities which mature at early dates. 

The immediately available cash is 
represented by cash on hand and money 
on deposit with the Bank of Canada 
of $82,711,635; notes of and checks on 
other banks $27,614,596, and money on 
deposit with other banks of $37,764,631. 

Call loans outside of Canada now 
stand at $18,835,238, down from $32,- 
133,844. The decline may be attributed 
to the usually low interest rates that 
have prevailed in the principal money 
markets of the world. At the same time 
call loans in Canada have declined to 
$4,435,736 from $8,399,657. 

Loans to manufacturers, farmers and 
merchants now stand at $234,461,311, 
down from $243,477,041. This would 
appear to indicate that many customers 
have been able to finance the present 
increase in business from their own 
resources. 

Of special interest is the continued 
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tendency of deposits to expand through- 
out the country, and, as a result, total 
deposits have now gained to $676,944,- 
866 from $630,218,835 a year ago. 

An informative feature of the report 
is contained in the section where the 
bank shows that it has total assets of 
$792,772,872, with which to meet pay- 
ment of liabilities to the public of $716,- 
107,779, leaving an excess of assets 
over liabilities to the public of $76,665,- 
093. 

The profit and loss account shows 
earnings slightly down from the pre- 
vious year. It also indicates that the 
bank’s taxes to Dominion and Provincial 
Governments are in excess of $1,000,000. 

Profit for the year amounted to 
$4,007,302, against $4,105,024 in the 
previous year. From the profit, taxes 
to Dominion and Provincial Govern- 
ments required $1,002,089, leaving for 
distribution $3,005,212. Of this amount 
dividends to shareholders took $2,880,- 
000, leaving an amount to be carried 
forward of $125,212. The net profits 
of $3,005,212 were equal to 3.92 per 
cent. of capital, surplus and undivided 
profits. After provision for taxes and 
dividends, the balance brought forward 
increased the balance of profit and loss 
carried forward to $1,935,033. 


Canadian Wheat Crop 


THE November Letter of the Royal 
Bank of Canada reviews the world 
wheat situation and says concerning the 
Canadian wheat crop: 


“Canada has harvested five poor crops 
during the past seven years. Growing 
conditions have been unfavorable and 
crops have suffered severely from 
drought and rust as well as from grass- 
hoppers and early frosts. Moreover, 
the acreage sown to wheat in Western 
Canada has been reduced by 12 per 
cent. since 1932. With: the gradual 
liquidation of the wheat carried over 
from one season to the next, the return 
of more favorable growing conditions 
and the development of more receptive 
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overseas markets, wheat production in 
Canada should gradually be restored to 
a more normal basis.” 


Business Improvement 


IN a statement recently released S. H. 
Logan, general manager of the Canadian 
Bank of Commerce said that the “marked 
improvement” in Canadian industrial 
conditions is continuing. 

“This improvement, though more gen- 
eral than is usually witnessed in the 
autumn, has been most noticeable in 
the so-called heavy industries, such as 
those manufacturing industrial equip- 
ment, in which production was at the 
highest level of the year; in some major 
units production doubled over that of 
October, 1934,” Mr. Logan said. 


Canadian Business 


IN its quarterly survey of business con- 
ditions the Bank of Nova Scotia says 
concerning the general business situa- 
tion: 

“Recent changes in Canadian business 
present a less discouraging picture. 
Here, indeed, there is evidence of some 
improvement. Rural buying power has 
shown a moderate but nonetheless 
definite increase as a result of higher 
prices for farm produce and particularly 
for animal products. The market out- 
look for wheat is better this season than 
last. During the summer, retail trade 
and other service industries were stimu- 
lated by an improved tourist business.” 


United States-Canadian 
Trade Agreement 


THE month has been made notable in 
Canada’s economic history by the suc- 
cessful conclusion of a reciprocal trade 
agreement between Canada and the 
United States, says the November 22 
letter of the Bank of Montreal. The 
agreement, which becomes operative on 
January 1, offers new opportunities to 
the primary industries of the Dominion 
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and will, it is to be hoped, do a mini- 
mum of harm to Canadian manufactur- 
ing industries and to the employes and 
communities that are dependent upon 
them. Under the terms of the agree- 
ment extensive tariff reductions are to 
be made in both countries. Canadian 
products from the farm, the forest, the 
mine, and the sea and inland waters, 
as well as certain Canadian liquors, are 
to have freer access to the United States 
market, and although in certain in- 
stances—cattle, lumber, cream, et cetera 
—quantitive limitations have been im- 
posed by the American Government, 
the quotas are sufficiently large to be 
of substantial benefit to the Canadian 
interests concerned. United States prod- 
ucts covered by the agreement will enter 
Canada under the intermediate tariff 
schedule for the most part, but in some 
cases they will have the advantage of 
still lower duties, and in addition the 
Canadian Government has undertaken 
important modifications in the method 
of valuation for duty. Such outstand- 


ing Canadian commodities as newsprint, 
pulpwood and woodpulp remain on the 
American free list. An additional pro- 
vision is a reduction cf duties on ma- 
chinery, et cetera, for use in the basic 
industries of the Dominion. An effort 
has been made to safeguard the Empire 
trade pacts and to relieve domestic in- 
dustry in either Canada or the United 
States in the event of intense competi- 
tion from any third country. Both the 
United States and Canada are to accord 
most favored nation treatment upon a 
mutual basis. The treaty is to operate 
for three years and be terminable upon 
six months’ notice. 


SO 


HEADS TULSA BOND DEPART- 
MENT 

Otis H. ORMAN has been made head of 

the bond department of the First Na- 

tional Bank and Trust Company, Tulsa, 

Okla., succeeding Evan L. Davis. Mr. 


Orman is assistant cashier of the bank. 
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Random Thoughts on the New Year 


all will be thinking more particu- 

larly about that hearty old gentle- 
man with the reindeer and whiskers 
who is so very much in evidence around 
Christmas time. Slightly obscured by his 
rotundity is the New Year. Mayhap 
we're a bit ahead of ourselves at this 
point in mentioning the New Year, but 
we can’t help but wonder what sort of 
chap little 1936 will be by the time he 
grows up to be as old as his old man, 
1935. 

For some ages, it seems, financial ad- 
vertisers have been digging themselves 
out of the ruins and perhaps 1936 will 
find some of the debris swept away and 
a grand new edifice of financial adver- 
tising well under construction. 


B: the time this is published we 


BEHIND THE HULLABALOO 


The past several years have been 
jammed with a multitude of things. 
Hoover and Rooosevelt, bank holiday 
and the (FDIC, deposits shrinking and 
expanding like a toy balloon blown into 
by a very small boy, mortgage fore- 
closures and FHA loans, defensive finan- 
cial advertising and business-getting fi- 
nancial advertising, Kiplinger letters, 
demagogues, very blue eagles, Townsend 
plans—a tremendous melting pot of 
little movements and big movements 
shoving us this way or ‘tother way. 
No, sir, things arent what they used 
to be—but what of it? The important 
point is whether financial advertising 
has been able to cope with this backing 
and filling, this shuttling, this gee-ing 
and haw-ing. It seems to us that it has. 


Out of the crucible of worry, work and 
frayed nerves have come some out- 
standing contributions to the welfare 
of our banking community—not the 





least of these being a general awaken- 
ing of the banking consciousness to the 
value of adequate public relations. Be- 
hind all the noise and fuss, the shouts 
and the tumult, bank advertising has 
slowly progressed—steadily advanced— 
kept step with the times. 


STANDING AT A THRESHOLD 


The advance, to be sure, has been 
spotty. There are great dark spaces 
where no advertising finger has ever 
wiped away the dust of ignorance— 
no advertising word has ever whispered, 
be it ever so softly, the stirring story 
of useful service. But the dark spaces 
are growing smaller. May they grow 
smaller still. For as we see it, financial 
advertising is standing before a great, 
a shining opportunity, an opportunity 
which beckons like dancing sunlight on 
a laughing ocean. But opportunity is 
an elusive thing. It may be grasped 
but, in the grasping, slip slyly through 
the fingers. To be held it must be 
cajoled, pampered, fought for and won 
by virtue of hard, intelligent, wide- 
awake effort. The opportunity for 
financial advertisers, as we see it, is to 
so explain banking principles that never 
again will people pull their financial 
houses crashing down upon them. Never 
again will they listen to the wooing 
of limber-tongued Circes and flock from 
one cure-all cult to janother. Never 
again will they pass by a bank door 
with bitterness in their hearts. And 
why not? Because financial advertising, 
speaking for individual banks and, per- 
haps, speaking collectively for banking, 
can explain the function of bank de- 
posits and, in easy stages, the essential 
machinery of banking. Because financial 
advertising can speak for banking lead- 
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ers in times of crises. (Oh yes, there'll 
be other depressions and other times of 
stress. If anyone knows of a sure cure 


for depressions please communicate with - 


us and jwe'll get out a special issue on 
the subject. Maybe a couple of special 
issues just to celebrate.) And finally 
because financial advertising can mer- 
chandise bank services until the useful- 
ness of banking becomes a part and 
parcel of the average ‘American life. 
This, then, is a financial advertising 
opportunity. And why can’t it be 
won? Well let’s look at the useful 
advertising that’s being done right now, 
and consider it as a direction-finder. 


A BASIS FOR OPTIMISM 


We have been writing this depart- 
ment for a little over a year. It has 
been a real pleasure to gather in from 
direct and indirect sources a variety of 
material on financial advertising and 
then spend a couple of days studying 


it and writing about it. It has been 
fun to spot a new theme or a new varia- 
tion of an old theme and watch it wend 
its course, to be supplanted in time by 
something still newer and more pro- 
gressive. It was fun to study the first 
FHA ads and in later ones to learn of 
the different purposes for which mod- 
ernization loans were used. Stimulating, 
too, to look out over New York from a 
half-way-up point and imagine new 
rooms, new porches, new fireplaces in 
thousands of homes throughout the 
country—all because banking was bank- 
ing and bank advertising spread the 
good news. Right now, stacked on our 
desk (perhaps a little bit too high to 
get through it all), are samples of bank 
advertising from every section of the 
country. Telling you about them will 
not give you the complete picture but 
it may give you a thumbnail sketch. 
They are straws in the wind. They are 
the stuff from which good public rela- 
tions is built. They are the ingredients 
of optimism. The elementals of oppor- 
tunity. 


THUMB-NAIL SKETCHES 


On the top of the pile is a 150 page 
newspaper — the fiftieth anniversary 
issue of The Topeka State Journal. In 
it is a full page ad of The National 
Bank of Topeka. The bank’s president, 
Carl W. McKeen, was good enough to 
send us this issue along with a letter 
pointing out its historical value and the 
fact that the bank faced the future with 
confidence and with devotion to com- 
munity building. “Time,” says the 
heading, “Is Only a Measure—Progress 
Is) Ege,” “When.” we have 
seen the transition from the ox-cart to 
aviation; from the’ telephone to tele- 
vision; from the telegraph to telephoto; 
the strides of science, invention and ex- 
ploration, into the mysteries of the sea, 
the land, and the stratosphere. These 
are the reminders that progress is in- 
cessant; an inspiration to carry on. As 
we face forward we see opportunity as 
our guide beckoning us to follow in his 
train to greater achievement. It’s a 
challenge to knowledge, to vision, to 
ingenuity.” Is all this lip-service? 
Hardly. -Never a week goes by but 
what several ads from out Kansas way 

and from the National Bank of 
Topeka in particular—come to our desk. 
Such consistency—such integrity to the 
fundamental idea of service coupled 
with public relations can hardly be 
based on anything less than sincerity of 
purpose and of management. 


Next come advertisements numbered 
from 137 to 149—under the signature 
of The Citizens & Southern National 
Bank with six offices in Georgia. Each 
ad has a slip showing, for example, 
that from sixth day of October to 
the ninth day of thac month ad number 
143 appeared in the Atlanta Journal, 
the Atlanta Constitution, Savannah 
Morning News, Augusta Herald, Macon 
Morning News, Macon Telegraph, 
Athena Banner-Herald, and the Val- 
dosta Times. Other newspapers on 
the slip not checked for ad number 143 
but for other rotated ads are the At- 
lanta Georgian, Savannah Evening 


A ft eae me OUcaekklUrettllCOlCUClUleetlUr CeCe 


oe ee ot oe Ee ee, ee ee ot eee ee ee ee, ee 


qo wr mM fF) 















Press, Augusta Chronicle, Journal of 
Labor, Spartanburg Herald, Spartan- 
burg Journal. Does this seem purpose- 
less—a waste of money—chiseling from 
the stockholders dividends? Let's look 
at this more closely. A series of adver- 
tisements—149 of them! Selling the 
bank as an institution—explaining bank 
functions, banking principles — selling 
checking services, savings accounts— 
trust services—loans—and so on. How 
do stockholders get paid dividends? By 
having their bank sell essential services 
at a profit. How do people know about 
these services and use them? By having 


confidence in the bank and having 
the services explained to them. And 
how are the services explained? The 


same way any merchandise is sold—by 
use through necessity, by expanding 
usefulness to new customers, by making 
them understand its value, by making 
the expense of a luxury translate its 
cost in terms of usefulness and thus 
become a necessity. How can people 
learn about all this? And after them, 
still more people? If financial merchan- 
dising isn’t the answer, what is? 


GRAPHIC ILLUSTRATIONS 


From The First National Bank and 
Trust Company of Tulsa, Okla., comes 
a new trust series. “Men of Property 
Make Their Wills”—and lists condensa- 
tions of recent wills made by such men 
as Will Rogers, Dr. Barton C. Hirst 
(surgeon), Edwin M. Rine (railroad 
executive), George H. Smith (Canadian 
mortgage expert), Alexander Simpson, 
Jr. (Justice Pennsylvania Supreme 
Court) and William B. Schiller (indus- 
trialist). Citation of famous men and 
the disposition they made of their prop- 
erty upon their death—naming banks 
in their own locality as executors or 
trustees—builds a strong case for the 
First National’s own trust department. 
Is all this copyright? It is not. A 
covering letter to us from the bank 
states that not only have several mem- 
bers of the local bar mentioned this 
advertising but that “Naturally, we 
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shall be glad to see any other trust com- 
pany use it that wants to.” What 
better sign of progress than the give 
and take—the interchange of ideas— 
offered by financial advertisers through 
the Financial Advertising Association 
and other available media? 


OTHER EVIDENCE 


Out in Cleveland, Ohio, The Cleve- 
land Trust Company continues its bank 
salesmanship with its series on bank 
usefulness. Communication facilities de- 
pend upon banking service throughout, 
as explained in a recent advertisement, 
and “Directly or Indirectly, Everybody 
Uses Bank Service Every Day.” 

The Wachovia Bank and Trust Com- 
pany down in North Carolina startled 
the bank advertising world recently by 
advertising loans to business that wanted 
to finance an adequate advertising and 
merchandising campaign to sell the 
goods they had manufactured. Prog- 
ress? You bet! Now this same bank 
advertises about one of their customers 
who at first got a bit upset because the 
bank wanted a complete financial state- 
ment before making a loan. The cus- 
tomer complied and got the loan and 
afterwards was very glad indeed that 
he had submitted to what he first 
thought was a lot of “red tape” because 
he made money on the loan and, more 
important, “the figures we finally drew 
up showed us things about our business 
that are invaluable to us now. We 
know exactly where we stand—where 
to trim—where to add extra effort.” 


LISTENING TO LOANS 


Indicative of the increased loans made 
by banks in recent months lets take an 
ad of The American National Bank, 
Nashville, Tenn. During the six months 
in 1934 from April to September this 
bank made, month by month, 348 loans 
in April, then 364—376—509—490— 
and 551 in September. Take the same 

April, 
-1074 


months from the ad for 1935. 
1044—987 


975—then 1058 
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and in September, 1031. This bank 
has consistently advertised its loaning 
facilities and consistently merchandised 
loaning. advantages. The figures speak 
for themselves. But behind the figures 
stands a bulwark of constant impressions 
on the public consciousness that the 
bank is alert—that it is aware of cur- 
rent facts and problems—that it is a 
part of civic progress. That bulwark 
is well established. It will grow, and 
one of these days become an even 
greater foundation of the community’s 
welfare because the bank’s relations with 
the public were being thoughtfully at- 
tended over a long period of time. 


PUBLIC EDUCATION 


The Bank of Athens, at Athens, 
Ohio, presented a recent statement for 
public study. First it published an easy- 
to-read statement of condition. Then, 
each week thereafter it took up each 
item in a separate ad and thoroughly 
explained that item. Well, now! The 
movement for understandable bank 
statements is certainly gaining momen- 
tum. Can the banker interpret a draw- 
ing of a super-heterodyne hookup? Can 
he draw a picture of the stars on 
Armistice Day, 1918? Can he interpret 
the “innards” of a triple-throw, double 
expansion, interlocking peanut whistle? 
Maybe all of these (even the peanut 
whistle) are highly technical matters 
understandable only to experts and in- 
terpreted by experts to laymen via the 
patient explanatory route. No banker 
will deny that banking is something of 
an intricate and technical profession. 
Why the dollars spent, then, on cold 
figures in mass circulation media when 
most of the readers look at the deposit 
figure and think “Boy, whatta lot of 
dough!” and then run and try and get 
theirs out the minute the financial world 
takes an experimental wiggle? 


HURRICANE OF STRAWS 


All of these are just samples—pulled 
out of the stacked pile at random. Our 
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apologies to hundreds of advertising 
banks — merchandising banks — whose 
stacked advertising efforts indicate the 
growing cognizance of the power of 
financial advertising. Again at random, 
let’s take a quicker, space-saving look 
at some of these straws in the growing 
financial merchandising hurricane. 

The Hamilton National Bank of 
Chattanooga, Tenn., advertises its thir- 
tieth birthday—-and along with a 
glimpse of the bank’s expansion during 
those years is the invitation to visit 
the bank’s lobby of interesting historical 
items—and another to listen to the 
bank’s specially adapted anniversary 
radio program. The Bridge- 
port-City Trust Company (Connecticut) 
is out to rent safe deposit boxes and 
with its October statement there are 
five pages on safe deposits and a final 
page on Thanksgiving Day cruises in 
“Heavenly Havana” (Oh, for a hop, 
skip and jump to Havana!) all nicely 
wound up in an _ attractive booklet. 

The Fidelity Union Trust Com- 
pany finds time between merchandising 
(very vigorously) its trust services, and 
its personal loan department, and _ its 
branches and the rest of its banking 
facilities, to promote the cause of the 
great battle between the New York 
airport and the present Eastern air 
terminus at the Newark airport. While 
we've flown considerably when the 
occasion demanded, we're no aviator. 
Over a period of time, however, we've 
gained much confidence in whatever the 
Fidelity Union sponsors. This bank 
has done a tremendous amount of work 
for itself and for Newark in presenting 
facts and figures supporting the claim 
that Newark should retain the Eastern 
air terminus. We have confidence in 
the bank—ergo, in Newark as air cen- 
ter. And so have many thousands of 
other folk for a similar reason. Bank 
advertising a waste of money? No, 
mister—I’m afraid that you'd change 
your mind if you could but see all 
the bank advertising that crosses our 
IN 265 Gar 
Up in Boston, Mass., the State Street 
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Trust Company advises its clientele that 
there are “Points about Wills that 
should be considered” in its monthly 
direct mailing under the signature of 
the bank’s president. Right friendly, 
pointed little messages, these. 

Almost in fiction form is the trust 
pamphlet “Property” issued each month 
by the Fidelity Trust Company, Pitts- 
burgh, Pa., combining fiction-fact with 
legally written fact. Speaking, 
as we were awhile ago, about state- 
ments, there is the one published by 
The American National Bank of Kala- 
mazoo, Mich.—an_ explanatory _ state- 
ment, with a further explanatory fore- 
word combined with it, in a new folder 
form that is darned clever and which 
you will have to see to really appre- 
ciate: >. 

From Milwaukee, Wis., you see the 
Marshall &© IIsley Bank, and The First 
Wisconsin National Bank appear in 
print with a new plan. By golly if 
the United States Government can ad- 
vertise baby bonds and money orders 
so can banks present to the public 
BANK MONEY ORDERS costing the 
public from 16 per cent. to 58 per cent. 
less than “you usually pay for this type 
of service.” Well, now, this is some- 
thing. If a person can’t afford a check- 
ing account and its attendant service 
charge in the smaller brackets, how 
about a bank money order? Bills have 
to be paid and some of them at a most 
inconvenient distance. The new bank 
money orders are “Safe—Convenient— 
Inexpensive.” . . . And down in 
Kerrville, Texas, The Charles Shreiner 
Bank carries a regular column advertise- 
ment talking about everything except 
banks. Talks on topics such as local 
trading and better prices on sheep, 
goats, lamb, cattle—the old-age pension 
—the generous rains of this year com- 
pared to the drought of last year. The 
Fort Worth Star-Telegram, editorially, 
ranks this advertising column “with any 
of them in point of general interest, 
sound thinking and clear writing.’ ‘ 

In the larger cities, the parade of 
financial advertising marches on. In 
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New York, on the corner of Fifth 
Avenue, three of the largest New 
York City savings banks billboard the 
epitome of working men turning the 
wheel of Savings which, in turning, 
moves in gear the wheels of Industry 
and of the Home. The savings banks 
of New York (Group IV) advertise 
collectively in their campaign “The 
strength of THE SAVINGS BANKS 
is the strength of 6 million people” that 
the “Butcher . Baker 
Candlestick-Maker” are just as you and 
me and the other 5,999,996 other folk 
(or choose your own number) who, by 
consistent savings, may accomplish this 
or that goal dear to our respective 
hearts. The Bank of the Man- 
hattan Company continues its keeping- 
up-with-the-times advertisements with 
neatly illustrated ads in newspapers and 
class magazines. The Guar- 
anty Trust Company, Bankers Trust 
Company Commercial National Bank 
and Trust Company do likewise. 

The Continental Bank and Trust Com- 
pany sends out a weekly “inside” news 
service. The Fidelity-Philadelphia 
Trust Company publishes copies of the 
Constitution. . The First Citi- 
zens Bank and Trust Company up in 
Utica, N. Y., continues its inspirational 
campaign which shows the people in its 
community that depressions come and 
depressions go, but individual courage, 
faith and energy go on forever. 


MULTIPLICATION 


Well, we're only about a quarter way 
through the stack, and at the end of 
our wordage. For every sample of 
current advertising in our folder’s ac- 
cumulation of the past month that we 
have mentioned here, there are any 
number of others that we might have 
just as aptly commented upon. And 
for every sample in our folder, men- 
tioned herein or not, there are even 
greater numbers of indications through 
out the country of an increasing desire 
to promote good public relations—to 
promote sound merchandising of bank 
services. 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


Well, now, there you are. Here are 
representative banks, picked at random, 
indicative of many other banks in all 
sections of the country. No matter 
how hard we try we can, from time to 
time, depict only a part of each bank’s 
financial advertising activity. We may 
mention FHA loans—or trust adver- 
tisements—or what have you? But 
combined with that is a well-rounded- 
out program presenting, in each case, 
a variety of banking services broadcast 
to the Great American Public by news- 
papers, magazines, billboards, car cards, 
radio, booklets, folders, letters, roto ads, 
new ideas, inspiration, education and a 
hundred other factors that begin to 
crowd themselves into the financial ad- 
vertising van. 

Straws in the wind? Perhaps. But 
get enough straws blown by enough 
wind and you'll find yourselves sitting 
in the driver’s seat of one of the most 
important forces of the present Ameri- 
can scene. Driving that van requires 
consummate skill, courage, and a cer- 
tain amount of sheer pioneering. But 
the goal of such skilfull driving is the 
consummation of that unusually stream- 
lined Opportunity which will be pre- 
sented to financial advertising by that 
potentially powerful newcomer, Mr. 


1.9.3.6. Year. 
—@— 


CHRISTMAS SAVINGS 


FuLt stockings will be the rule this 
year for depositors in mutual savings 
bank Christmas Clubs of the 14 states 
in which these institutions operate such 
clubs. Figures announced by the Na- 
tional Association of Mutual Savings 
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New York City 


Banks show that their annual contribu- 
tion to Santa Claus will run well ahead 
of last year, by $4,388,304, the total to 
be distributed being $37,815,223. De- 
positors increased in number as well 
as deposits in amount, the total of 
accounts rising to 946,496, a gain of 
125,599. The average account for the 
country was $39.95. 

$312,000,000 will be distributed to 
about 7,000,000 Christmas Club mem- 
bers by approximately 5000 banking 
institutions of all kinds (mutual and 
commercial) according to an estimate 
by Herbert F. Rawll, founder and presi- 
dent of Christmas Club, A Corpora- 
tion. The estimated average amount 
for each member is $44.70. 


ADOPTS RETIREMENT PLAN 


THE Commerce Trust Company of 
Kansas City, Mo., has adopted a re- 
tirement program which enables em- 
ployes of the institution to retire from 
work at certain fixed ages with incomes 
guaranteed for life. At the normal 
retirement age, which is 65 for both 
men and women, the retirement income 
will be approximately 2 per cent. of an 
employe’s salary from the date of his 
participation in the plan, plus 1 per 
cent. of his annual salary on October 1, 
1935, multiplied by the number of years 
of employment prior to the date, up to 
a maximum of ten. The retirement in- 
come will represent the proceeds of an- 
nuities set up by the Metropolitan Life 
Insurance Company from contributions 
made under the terms of the contract. 
Both the trust company and employes 
contribute to the plan. 











THE FARMER, THE _LAST 
INDIVIDUALIST 


Editor, THE BANKERS MAGAZINE: 

General Hugh S. Johnson, in a series 
of recently published articles on general 
topics, wrote that improved farm meth- 
ods must wait until “individualism” 
disappears and until farmers follow the 
methods of all the other industries by 
taking advantage of every technological 
improvement as other producers of the 
necessities, comforts and conveniences 
of life have done. 

This remark of the General's inspired 
the writer to look through his old files 
to find that under date of June 21, 
1913, he wrote a letter to the “Financial 
Chronicle” in which he remarked on 
the backward state of the farming in- 
dustry from which it would seem that 
conditions have changed but little dur- 
ing the past twenty years. Following 
is what I wrote over twenty years ago: 


“The farmer, as representative of the 
largest class of producers in this coun- 
try, lauded for his virtues and treated 
to the benefit of a ‘Commission’ for 
the study of means to increase his wel- 
fare and happiness is the subject of the 
present discourse. We know 
all about the farmer’s virtuous living; 
that he is the backbone of our civiliza- 
tion by very force of numbers, keeping 
up an average for native superiority 
against the flood of immigration, that 
would otherwise swamp our national 
traditions and ideals. But to 
put the matter plainly the farmer is 
not doing what he set out to do, 
namely, tilling the soil and producing 
sufficient therefrom, that the rest of us, 
whose lives, perchance, are not cast 
in such pleasant places, may be clothed 
and fed. 

“There is no other industry that can 
be recalled, from mining to making 
shoes, but has improved and perfected 
its processes, especially in the wonder- 
ful years of progress since the beginning 
of the century. 





LETTERS TO THE EDITOR 





“Food, clothing and shelter, the great 
necessities of civilized man, generally 
stated in the order given, we will con- 
sider in a way of fair comparison, and 
see how they stand. 

“The manufacture of garments for 
men’s and women’s wear, that was 
formerly a function of the village tailor, 
or the home dressmaker, has been de- 
veloped and systematized until what is 
virtually a new industry has been 
created. 

“In the State of New York this in- 
dustry was the largest reported in every 
year since the census of 1900, exceeding 
those of agriculture, iron, or brewing— 
the next three in order—and almost 
equalling the total of any two combined. 

“The same can be said of the shoe 
industry, which in centers as far 
separated as Lynn, Binghamton and St. 
Louis has grown to enormous propor- 
tions. 

“The building of houses, also, has 
progressed on an enormous scale and, 
as the price of lumber advanced, sup- 
plies of brick increased and other build- 
ing materials were put forward. Phila- 
delphia is built almost entirely of brick. 
Then re-enforced concrete, hardly more 
costly and more durable and safer than 
wood was offered as a substitute. It 
is hardly too much to predict that build- 
ing houses or other buildings of wood 
bids fair to become as obsolete as build- 
ing of wattle or thatch. 

“It is evident that if we had con- 
tinued to depend on the effort of the 
village tailor and shoemaker, a large 
part of our population would be in rags 
and barefoot, whereas one of the won- 
ders of this wonderful land is the well- 
clothed condition of the people. 

“When we return from results like 
these to the consideration of the third 
and most important factor in human 
life, we realize what an entire differ- 
ence exists in methods and results. That 
these are different is only too evident. 
The high cost of food forces itself daily 
on the attention of everyone excepting 
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the well-to-do. Figures need not be 
quoted. They are facts, encountered by 
every one who has to provide the means 
of living, and embitter the taste of our 
‘daily bread.” 

“What is needed is an entire change 
from the present haphazard system of 
depending on the individual farmer. 
Something should be substituted, akin to 
the factory system of supplying manu- 
factured products. Modern ideas de- 
mand specializing of production and 
large scale operations. One suggests 
corporations or farm syndicates for the 
raising and marketing of farm products 
in a scientific manner and on a large 
scale. Some ventures of this kind have 
been successful here and there. Cream- 
eries in connection with large dairy 
farms have been profitable, and are a 
principal source of milk and butter 
supply in many large cities. 

“Of course we know the source of 
much of the trouble that we are discuss- 
ing and it must be met at the outset. 
The boys have left the farm to be near 
the amusements and excitements of the 
town. Farm life should be stripped of 
its loneliness if the workers are to spend 
their spare hours away from civilization 
and social life. Under a new farming 
system the workers will live in centers 
of population, larger or smaller, but 
adequate for social needs. 

“They will leave their homes in the 
morning for the distant fields in auto- 
mobiles, omnibuses or other conveyances, 
returning again at nightfall to the town. 
It is useless to regret the old idea of 
simple life. It was never the idyl it 
was painted and it never can compete 
again with city attractions. But we 
must be clothed and fed and some one 
must do the work. 

“And as the great army of com- 
muters, rising up early and chasing the 
train for a ride to the city, leaves the 
fields and birds and the country for the 
day, so the new type of farm laborer 
will hie him from the town, betimes in 
the morning brush the dew from the 
clover, follow the furrow and rake in 
the harvest. And at night, sated with 
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honest toil, he will come home to the 
electric light, the jangle of the trolley 
bell, the restful delights of the vaude- 
ville theater and the ‘movies.’ ” 

JosEPH DrexEL HoLMEs. 
New York, November 2, 1935. 


~@- 


SENDS PAPERS TO HOSPITAL 
PATIENTS 


For many years it has been the policy 
of the Citizens Bank & Trust Company, 
Concord, N. C., to send copies of the 
local daily newspapers to patients in 
the Concord Hospital. This thought- 
ful and generous practice has been a 
factor in building up the spirit of good 
will which is enjoyed by this institution 
in its community. 


MANUFACTURERS TRUST 
PROMOTIONS 


ErRRETT DUNLAP, Jr., Nelson M. Mc- 
Kernan, Thomas S. Olsen, Francis S. 
Williamson and William B. Whitman 
have been named assistant secretaries of 
the Manufacturers Trust Company, 
New York. They are all connected 
with the correspondent bank depart- 
ment. 


W. G. GOODERHAM DIES 


WILLIAM GEORGE GOODERHAM, presi- 
dent of the Bank of Toronto, died on 


October '27 at the age of 82. In addi- 
tion to being president of the Bank of 
Toronto he was president of the Canada 
Permanent Mortgage Corporation, the 
Canada Permanent Trust Company, the 
Manufacturers Life Insurance Company 


and the Old Windmill, Ltd. 


ELECTED BY PASSAIC BANK 


GerorGE YOUNG, Jr., has been elected 
president of the Passaic National Bank 
to succeed the late James B. Ackerson. 
Mr. Young has been affiliated with the 
bank for thirteen years as assistant to 
the president, cashier and executive 
vice-president. 








The New Orleans Convention 


Sixty-First Annual Meeting of the A. B. A. Attended by More Than 
Thirty-Six Hundred—Cheerful Atmosphere Predominates 


HE ssixty-first annual convention 
of the American Bankers Associa- 
tion was in many ways perhaps 
the most normal of any since the depres- 
sion. In place of the gloom and worry 
of previous meetings, since the economic 
catastrophe of 1929, this year’s gather- 
ing was characterized by an atmosphere 
of confidence and good cheer and it 
was evident that the more than 3600 
delegates who attended came to enjoy 
themselves in one of America’s most 
interesting cities and to profit from the 
technical discussions of the various sec- 
tion programs rather than to anxiously 
discuss the fate of the American bank- 
ing system as they had done in previous 
years. 

Even the controversy over the election 
to the second vice-presidency added 
relish to the occasion for those who 
enjoy a bit of political backing and 
filling. There were three candidates in 
the field: E. G. Bennett of Ogden, 
Utah, head of a chain of banks with 
which Marriner S. Eccles, chairman of 
the Board of Governors of the Federal 
Reserve System is associated; Orval W. 
Adams, vice-president of the Utah State 
Bank of Salt Lake City, Utah, and 
Frank F. Brooks, president of the First 
National Bank at Pittsburgh. Mr. 
Bennett, through his association with 
Governor Eccles, was branded as a 
New Dealer. Mr. Adams had been 
outspoken in his opposition to the Ad- 
ministration’s fiscal policies and was 
also considered a “unit” banker as 
opposed to Mr. Bennett who was a 
“chain” man enjoying, so it was said, 
the backing of A. P. Giannini of the 
Bank of America in California. Mr. 
Brooks, on the other hand, was a com- 
promise candidate with his strength 


lying in the East, particularly in New 
York. 





Thus the scene was laid for an in- 
teresting clash of sectional, political and 
banking interests—the East vs. the 
West, New Deal vs. Anti-New Deal 
and “unit banking” vs. “chain banking.” 
In was inevitable that with such an 
alignment the fight should be carried 
to the floor of the convention. Mr. 
Bennett was nominated by the nominat- 
ing committee but only by a bare ma- 
jority. When the committee report was 
submitted to the convention the name 
of Orval Adams was put in nomination 
from the floor and after a discussion 
it was decided to vote by secret ballot. 
Before the balloting got well under way, 
however, Mr. Bennett withdrew his 
name in the “interest of harmony” and 
the victory went to Mr. Adams. 

Robert V. Fleming, president and 
chairman of the board of the Riggs 
National Bank, Washington, D. C., was 
elected president. Mr. Fleming was 
born (1890) and educated in Wash- 
ington and has spent his entire business 
career with the institution which he 
now heads, having started as a runner 
in 1907. 

Tom K. Smith, president of the Boat- 
men’s National Bank, St. Louis, Mo., 
was elected first vice-president. He 
was born in Glenwood, Mo., in 1882; 
has been president of the Boatmen’s 
Bank since 1929 and is also president 
of the St. Louis Clearing House Asso- 
ciation. 

Mr. Adams, the new second vice- 
president, was born in Idaho Falls, 
Idaho, in 1884. He has spent his en- 
tire business career in various banking 
connections in Utah. 

Arthur B. Taylor, president of Lorain 
County Savings and Trust Company, 
Elyria, Ohio, was elected association 
treasurer for the coming year succeed- 
ing Hal Y. Lemon, vice-president, Na- 
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tional Bank of Detroit, who has served 
in that capacity for the past two years. 
F. N. Shepherd was re-elected executive 
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manager for the coming year. It was 
decided to hold the next meeting at 
San Francisco. 


The General Sessions 


The first session of the general con- 
vention was held on November 12. The 
first feature of the program was the 
annual address of President Rudolph S. 
Hecht who stated that the period of 
controversy over the banking question 
has been ended with the enactment of 
the Banking Act of 1935. 

The time has come, he declared, for 
the Government to withdraw from the 
field of banking and business, and for 
bankers and business men to accept the 
responsibilities of Government super- 
vision and conduct their affairs in a 
spirit of co-operation with the new con- 
ception of social responsibility of pri- 
vate business. 

“The responsibility now rests upon 
us,” he asserted, “to so conduct our 
institutions in the future as to retain 
and merit the public’s continued ap- 
proval of our activities and their con- 
fidence in the soundness of our banks. 
To accomplish this it will not be enough 
that we merely acquiesce in reform of 
banking by law. ‘We must do more 
than that. We must see to it that 
banking itself, without compulsion of 
law, reflects the changes and lessons of 
the times and the difficulties through 
which the nation has passed. 

“It is our duty to profit by the ex- 
perience and lessons of the past and 
apply them to the operations of the 
future. We must foster throughout the 
banking business an attitude and a prac- 
tice in respect to the conduct of our 
banks that will stress the fact that we 
are determined on rendering a full meas- 
ure of sound, helpful public service 
within the scope of our proper func- 
tions. I know of no better way to meet 
effectively the powerful political at- 
tacks constantly aimed at our business 
and calculated to advance the utopian 
dream of a completely socialized bank- 
ing and credit structure. 


“Many problems and difficulties still 
lie in the path of the restoration of real 
prosperity, but as we survey the present 
situation we see many sound reasons for 
taking a cheerful view of the outlook. 
True, the depression is still marked in 
certain lines and the unemployment 
figures continue to be disconcerting. 
However, the strength and recuperative 
power of the United States is asserting 
itself and in spite of the political battle 
which lies ahead and the uncertainties 
of the international situation, confidence 
is growing regarding the future of 
business and we are re-entering normal 
times. All recent banking statistics and 
other indices show increased business 
activity and totals substantially ahead 
of last year. And there is much reason 
for thinking that substantial further 
progress can be made from here on. 
The history of all previous severe de- 
pressions in this country is that after 
suffering all the hardships of the crisis 
our people benefited by the lessons of 
those difficulties and then went forward 
toward greater national achivements. 
The recent crisis will prove no exception 
to that rule. I make this statement of 
my individual views at the risk of being 
branded as an optimist, for I well know 
that there are some in our ranks who 
take a less cheerful view of the future. 

“Nor would I like to be understood 
as predicting any sudden great increase 
in our business activities, or anything 
remotely resembling a boom. I merely 
believe that we have definitely turned 
that proverbial ‘corner,’ that the growth 
and progress of America, retarded by 
the events of the past five years, will 
be resumed, and that the problems and 
difficulties which still are facing us will 
be conquered as were similar obstacles 
in the past. For the new responsibilities 
and opportunities which this new era 
will bring with it for the business of 
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banking we are, J am sure, well pre- 
pared. The drastic ordeal of the long 
depression and the recent legislation have 
purged banking of the major sources 
of its weaknesses and certainly the 
bankers who have survived the trials 
and tribulations of the past few years 
will have the courage and the ability to 
meet whatever problems may lie ahead.” 


A MESSAGE FROM THE PRESIDENT 


A message to the assembled bankers 
from President Roosevelt was conveyed 
through a letter to Jesse H. Jones, chair- 
man of the Reconstruction Finance Cor- 
poration, the text of which follows: 


Washington, D. C., 
November 9, 1935. 
Dear Jesse: 

Please express to the 
American Bankers Association, in conven- 
tion in the beautiful and historic city of 
New Orleans, my very best wishes for a 
successful and profitable meeting. 

I have watched with great interest the 
continued improvement in banks throughout 
the country during the past two years. The 
progress which I reported to their conven- 
tion last year is being maintained. Evi- 
dences of great recovery are at every hand. 

Bank portfolios and deposits reflect this. 

I am gratified, as I am sure every member 
of the American Bankers Association is 
gratified, to know that all banks are now in 
a strong position, and I hope they will take 
full advantage of the new Banking Act and 
provide credit, when it can be done upon 
a sound basis, to business and industry and 
to real estate. 

I am convinced that with co-operation 
between banks, business and government— 
and mutual confidence—we will 
our remaining problems. 

Very sincerely yours 
(Signed), 
FRANKLIN D. ROOSEVELT. 


of the 


members 


soon solve 


JONES ADDRESSES THE CONVENTION 


Mr. Jones devoted most of his ad- 
dress to a review of the railroad situa- 
tion concerning which he was inclined 
to be somewhat pessimistic and also 
critical of bankers. “Entirely too many 
railroads,” he stated, ‘are dominated by 
bankers who sit on their boards, or 
dominate them in other ways, and who 
make money out of their financing.” 
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He spoke with enthusiasm of the 
work of the Reconstruction Finance 
Corporation which he said had loaned 
approximately $6,000,000,000 during 
the depression, borrowing the money 
and putting it out at a spread of 1 per 
cent., with no net loss, andi no cost to 
the taxpayer. 

In closing he reverted to one of his 
favorite themes—the alleged reluctance 
of bankers to loan money even on the 
best of security. On this subject he 
said: 

“Now, a little off-the-record word 
to you bankers. I think you are a 
swell lot of guys. Some of you are 
afraid of your shadows, and wouldn't 
lend more than Ten Dollars on a 
Twenty Dollar Bill—notice I didn’t say 
a gold piece. Some of you are worried 
about where we are going. I don’t 
know what’s ahead of us any more than 
I knew whether I would get to New 
Orleans yesterday when I got in a plane 
at Atlanta and the pilot said he didn’t 
know whether he could beat the storm 
here or not. But he did by ten minutes. 
I don’t know what’s ahead of us, but I 
know what’s behind us. I know what- 
ever is ahead of us that there is meat 
in the smoke house and flour in the 
barrel and that whatever it is, we can 
lick it.” 


CROWLEY SPEAKS ON THE FDIC 


A proposal that banks be given a 
voice in the management of the Federal 
Deposit Insurance Corporation was ad- 
vanced by Leo T. Crowley, its chair- 
man, who was another speaker at the 
first general session. 

Mr. Crowley pointed out that the 
FDIC and the bankers had a common 
aim, to promote a sounder banking 
system. The emergency measures adopted 
after the banking crisis did not wholly 
eradicate the factors which had caused 
the collapse of banking, he said. Fur- 
ther improvement in the banking system 
is necessary and the FDIC is the best 
possible instrument to bring about these 
improvements, ‘he added. 
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Among the concrete recommendations 
Mr. Crowley made for the betterment 
of the existing banking situation were: 
replacement of existing RFC invest- 
ments in banks by local capital so as 
to promote community interest in banks; 
a more courageous effort on the part 
of bankers to substitute private for Gov- 
ernment credit and restriction of the 
services of the Postal Savings System 
to communities without banking facili- 
ties. 

THE SECOND DAY'S SESSION 


At the second session of the general 
convention the bankers heard speeches 
by Lewis H. Brown, president of the 
Johns-Manville Corporation, J. F. T. 
O'Connor, Comptroller of the Cur- 
rency, and Major L. L. B. Angas, 
British economist and stock market 
writer. 

Mr. Brown, in a long and restrained 
presentation of the attitude of business 
toward government, declared that the 
Government’s spending was today the 
greatest competitor that business had 
for the citizen’s dollar. Mr. O'Connor 
presented for the third successive year a 
report on the progress made in rehabili- 
tating the banking system, quoting 
from figures to prove that in the first 
six months of this year the national 
banks of the country showed a net 
profit for the first time in three years. 
Major Angas reiterated his now-familiar 
forecast of a “coming American boom,” 
declaring that not even fears of elections 
and foreign wars were likely to check 
the “tidal wave of recovery and pros- 
perity.” 

“The greatest problem that this coun- 
try faces today,” Mr. Brown said, “is 
the problem of whether the total cost 
of government is going to continue to 
increase until it absorbs all of our na- 
tional income so that there is no field 
whatever left for private enterprise.” 


THE RESOLUTIONS 


At the closing session resolutions were 
adopted declaring that “recovery is 
making vigorous” progress and predict- 
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ing that “1936 will be a better business 
year than 1935.” 

The association’s economic policy 
commission, which is headed by Leonard 
P. Ayres, vice president of the Cleve- 
land Trust Company, declared that, 
despite the old belief that business is 
poor in an election year, next year 
would witness further improvement. 

“It seems reasonable to expect that 
1936 will be a better business year 
than 1935, and largely because of the 
continuing operation of the economic 
forces that have made business better 
this year than it was last year,” the 
report said. “Individual consumer pur- 
chasing power should be at least as large 
next year as it has been this year, and 
it seems reasonable to expect that more, 
rather than less, employment will be 
found for the now largely inactive 
accumulations of bank deposits and bank 
credit.” 

The commission declared that there 
is prevailing business optimism in the 
country because conditions are “gen- 
uinely improved and improving for the 
great majority of business men.” 


HOLDS ACTIVE INFLATION UNLIKELY 


It was asserted, however, that it did 
not believe the country would expe- 
rience in 1936 the development of 
active inflation. 

Such a result might develop from 
general fear of the future of money if 
the nation should enter upon the issu- 
ance of unsecured currency for the pay- 
ment of the bonus or for other govern- 
mental expenditures, the committee said, 
but it added that such a course on the 
part of the Government “seems wholly 
improbable.” 

The report of the association’s resolu- 
tions committee, unanimously adopted, 
followed closely the optimistic tone and 
wording of the economic policy com- 
mission’s finding. 

Declaring that prevailing business 
sentiment is one of “conviction that 
recovery is making vigorous progress,” 
the report said that there had been a 
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complete restoration of public confidence 
in banking and characterized the Banking 
Act of 1933 as “generally constructive” 
and its passage as having “stabilized the 
banking situation and enabled bankers 
to devote undivided attention to the 
normal administration of their institu- 
tions in promoting the business and 
public welfare of their communities.” 

The bankers in their resolutions par- 
ticularly commended as important the 
feature of the Banking Act of 1935, 
that aims to create through revision of 
the Federal Reserve Board a “supreme 
court of finance.” 

Having thus strongly expressed their 
optimism, the bankers went on, by reso- 
lution, to sound a warning on the dan- 
gers at present existing in the Govern- 
ment intervention in business and bank- 
ing, the large Government expenditures 
and the burden of taxation. 


SCORE GOVERNMENT IN BUSINESS 


With the passing of emergency con- 
ditions, the official resolutions declared, 
“The time is at hand for the recogni- 
tion as a matter of national policy of 
the need for the retirement of the Fed- 
eral Government as rapidly as possible 
from the field of control and operation 
of the nation’s industrial, commercial 
and financial enterprise into which it 
has entered so widely.” Preponderant 
public opinion, the bankers declared, is 
against any form of socialization of our 
national industry, commerce or finance. 

The bankers urged a concentration 
of effort by both government and pri- 
vate business toward stimulating the 
flow of new capital issues for private 
undertakings in the still depressed fields 
of heavy industry and construction. 

Characterizing as one of the most 
serious dangers confronting the nation 
today the illusion that Government ex- 
penditures is of itself a cure for economic 
ills, the resolutions declared that definite 
efforts to return to a balanced budget 
would now be “the surest way of reliev- 
ing human suffering and deprivation, 
chiefly because of the stimulus and con- 
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fidence it would give to private industry 
and trade whose normal activities should 
be the fundamental source of employ- 
ment and security.” 

The increase of taxes, Federal, state 
and municipal, is an outstanding prob- 
lem, the resolutions declared, adding: 

“Unless the upward trend of taxes 
is curbed they will constitute such a 
heavy burden as to repress individual 
initiative and enterprise, and thereby 
increase the very types of human mis- 
fortunes which they in so large part are 
aimed to relieve. 

“In the long run the burden of 
taxes must fall not upon any one class, 
but upon all classes and they therefore 
constitute a problem and a menace for 
all our people.” 


ECCLES AND SIBLEY ADDRESS THE 
CONVENTION 


The last day of the general session 


was featured by addresses by Harper 
Sibley, president of the Chamber of 
Commerce of the United States and 
Marriner S. Eccles, chairman of the 
board of governors of the Federal Re- 
serve System. 

Mr. Sibley declared that to produce 
from taxes and all other sources Fed- 
eral revenues equal to the current rate 
of expenditures was “hopelessly beyond 
the capacity of American business.” 


COST HELD “INSIGNIFICANT” 


Mr. Eccles asserted that the cost of 
Government intervention to stop defla- 
tion had been insignificant compared 
with the $150,000,000,000 loss of the 
deflation itself and cited figures to show 
that the recovery of national income in 
the past three years had outweighed the 
cost of Government action to bring 
about that recovery. 

Mr. Sibley, speaking on the “Business 
Viewpoint on the Course of Federal 
Legislation,” declared that the assump- 
tions and traditions which every one 
formerly considered “almost as self- 
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evident as the Ten Commandments,” 
were being challenged on many sides, 
citing as examples of this, the tax and 
regulatory measures having a “punitive 
attitude” which were passed by the last 
Congress; the “abdication by Congress 
of its long-cherished function of con- 
trolling the purse strings,” and the seem- 
ing complacency with which an unbal- 
anced budget and competition of gov- 
ernment with private business is re- 
ceived. 


FEDERAL OUTLAY “APPALLING” 


He gave illustrations of the “ap- 
palling” size of the cost of government, 
including the assertion that to run the 
Government of the United States for 
one year would take three-fourths of 
all the savings deposits in all the banks 
of the country. 

Mr. Eccles, who spoke after Mr. 
Sibley, seemed almost to be replying 
to the latter’s alarm at the cost of gow 


ernment, although his speech was pre- 


pared beforehand. Government in- 
tervention, he said, had been responsible 
for turning the tide of deflation. Con- 
trasting conditions as they were when 
the bankers’ convention was held three 
years ago and as they are now, he cited 
a long series of indices of financial and 
business conditions to show the improve- 
ment that had been achieved. 


DECRIES CHARGES OF “WASTE” 


The money raised by the sale of Gov- 
ernment securities had not been wasted, 
Mr. Eccles declared. It has created de- 
posits, in the banks—that is, he said, 
purchasing power. 

Deviating from the text of his ad- 
dress, Mr. Eccles told the delegates that 
if they wished the Government to get 
out of business and banking they must, 
themselves, get in. 

“If you want the Government to 
lend money and to act as a cushion 
for you, then you can’t complain,” he 
said. 

“The bankers have every reason to 


feel confident,” he assured them, in de- 
claring that private banking did have 
a future if it would profit from the 
lessons of the past and extend the type 
of credit for which there was a demand. 
This credit, he said, was not ninety-day 
accommodation, but loans of a longer 
term. 

He reminded the assembled bankers 
they they lend money at 1 per cent. 
to finance companies and intermediate 
credit banks. 

“Why not short-circuit the funds 
and extend credit directly to those who 
go outside your communities to these 
agencies and get accommodation at from 
5 per cent. to 12 per cent.?” 


URGES SOME CONTRASTING 


“Speaking as a banker, business man 
and capitalist,” he said, “I urge you, as 
bankers, to contrast the conditions and 
the prospects under which you meet to- 
day with the conditions and outlook 
of but three years ago. Ask yourselves 
how the transition has been brought 
about. I am not prepared to admit 
that we must always have with us a 
vast army of unemployed. 

“I am not ready to confess failure 
in making our capital the nation’s 
resources, of which by far the most 
important is human labor. I do not 
believe that we are so wanting in intelli- 
gence and courage, or that we are so 
blind to the lessons of experience, as to 
conclude that we are incapable of man- 
aging our affairs more prudently and 
more efficiently in the future than we 
have in the past. 

“I do not see how any thoughtful 
man can challenge the conclusion that 
in order to preserve our capitalistic 
system, our institutions and traditions, 
Wwe must use such governmental means 
of economic and monetary management 
as we possess in achieving a greater 
stability in the economic order and in 
creating conditions under which our 
man-power and productive capacity may 
be utilized to a maximum in the produc- 
tion and distribution of wealth. 
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The Trust Division Meeting 


The meeting of the Trust Division 
was held on the afternoon of November 
13. The president of the division, 
Leon M. Little, vice-president of the 
New England Trust Company, Boston, 
Mass., reported on the activities of the 
Division for the past year which he said 
had been full of events which had 
brought numerous and wholly unprece- 
dented problems. He spoke with enthu- 
siasm of the enlarged scope of trust 
examinations by Federal authorities and 
reported that the officials in Washing- 
ton had been very co-operative in work- 
ing out a type of constructive examina- 
tion for trust departments. 

He said that the Social Security Act 
had great importance for trust institu- 
tions in opening up a broad new field 
for trust work. A committee of the 
Division, he said, is studying the situa- 
tion and expects to report shortly. 

One of the pressing problems of trust 
work, he stated, was the “growing cer- 
tainty that, for as long a time as any 
of us can see ahead, for social, economic 
and legislative reasons, our business will 
tend toward the problem of caring for 
many more small estates and fewer large 
ones.” This led him to a discussion of 
the Common Trust. 

He closed with an expression of 
grateful thanks to the many trust men 
“from Maine to California” who had 
worked with him during his administra- 
tion. 

Mr. Little’s address was followed by 
Ronald Ransom, executive vice-presi- 
dent, Fulton National Bank, Atlanta, 
Ga., who took as his subject “Federal 
Legislation as It Affects Trusts.” He 
discussed in detail the Banking Act of 
1935. While many of the provisions of 
the Act, he said, are not directly of 
concern to trust men, they do have a 
wide effect on the entire structure of 
American banking and American bank- 
ing institutions which is the foundation 
for the work of the corporate trustee. 

He then discussed various provisions 
of the Act which are of immediate con- 


cern to trust men such as the insurance 
of trust funds; the provisions for exam- 
ining state banks; the voting of shares 
held in trust by national banks, etc. 

He also discussed the trust implica- 
tions of other Federal legislation such 
as the Revenue Act of 1935, the Social 
Security Act and the Frazier-Lemke 
Farm Mortgage Bankruptcy Act. 

Mr. Ransom has been chairman of 
the Federal Legislative Committee of 
the Trust Division. 

He was followed on the program by 
Stoughton Bell of Boston who is a 
member of the Massachusetts bar. Mr. 
Bell was selected to address the Trust 
Division because he represents the 
highest type of “individual trustee” and 
because he has given much thought and 
study to that ill-defined area which sep- 
arates trust administretion from the 
practice of law. Describing an indi- 
vidual trustee he said: 


“From the beginning the highest type 
of individual trustee was a man of 
established position in his community- 
a man usually learned in the law who 
withdrew from the active practice as 
the volume of his trusteeships grew, 
oftentimes amounting to many millions 
of dollars. The individual trustee not 
only handed the property of his clients, 
investing and reinvesting it as to 
him seemed best. Frequently he was 
more than the confidential adviser of 
the client and his entire family—he was 
or soon became a member of the family 
circle. He was a man of unquestioned 
integrity and good judgment. I am 
of course, referring to that group of 
lawyers among those handling trusts 
who from training and constant applica- 
tion were qualified. He organized his 
office with advisers and accountants who 
were experts not only in. securities but 
who knew real estate. Many of the 
larger of these trusteeships were in- 
vested solely in real estate. In fact a 
large part of down-town Boston is today 
held by such individual trustees.” 
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FOUR GROUPS OF TRUST INSTITUTIONS 
{ 

In the course of his address he di- 
vided banks doing a trust business into 
four groups: First, the efficiently or- 
ganized trust department possessing the 
qualifications which he described and 
capable of rendering real service to its 
clients. Second, the bank in a small 
community where there can be no rea- 
sonable possibility of securing enough 
business to pay the expense of a sep- 
arate and distinct department. Banks 
in this group, he held, had no ethical 
right to establish a department. Third, 
the small bank in the growing com- 
munity where the bank has a reasonable 
probability that in the near future it 
will be justified in opening such a de- 
partment. Fourthly, banks with a so- 
called department that are only “mud- 
dling along.” He then proceeded to 
define the qualifications and the equip- 
ment which banks in the fourth cate- 
gory should possess before they have the 
“ethical right to solicit trust business.” 

The last part of Mr. Bell’s address 
was devoted to a discussion of what 


The meeting of the Savings Division 
was held on the morning of November 
11. In his annual address, T. J. Cald- 
well, president of the Division, stated 
that the savings business in the United 
States had been made difficult during 
the past year by the necessarily low 
rate paid by banks on savings deposits. 
Mr. Caldwell, is vice-president of the 
Union National Bank, Houston, Tex. 
However, in spite of the difficulties 
encountered by savings institutions, he 
said, the year marked the continued 
growth not only in volume of savings 
deposits but in number of depositors. 

President Caldwell sounded a note 
of warning, however, and declared that 
unless banks are freed from hampering 
restrictions on the interest rates which 
they may pay, a great deal of savings 
business will be taken away by other 









The Savings Division Meeting 


constitutes, in his opinion, the practice 
of law and how relations between trust 
companies and the bar may be im- 
proved. 


ELECTION OF OFFICERS 


At the conclusion of the session 
Merrill P. Callaway, vice-president of 
the, Guaranty Trust Company of New 
York, was elected the new president of 
the Division and Blaine B. Coles, vice- 
president of the First National Bank of 
Portland, Oregon, was elected vice- 
president. 

Mr. Callaway is a Southerner by 
birth and education, having practiced 
law in Georgia until 1910. During the 
next eight years he practiced law as 
counsel for railroad companies before 
the Interstate Commerce Commission in 
Washington. In 1918 he became presi- 
dent of the Continental Trust Company 
and wice-president of the Fourth Na- 
tional Bank of Macon, Ga. He has 
been vice-president of the Guaranty 
Trust Company of New York since 
1919. 


institutions offering higher rates of in- 
terest. 

“In the long run,” he said, “if banks 
having from 50 per cent. to 70 per 
cent. of their assets invested in good 
mortgages at rates from 4 per cent. to 
54 per cent. are not permitted to pay 
a commensurate rate for savings, com- 
peting agencies will drain them of sav 
ings deposits.” 

He emphasized the entirely different 
character of savings banking and com- 
mercial banking and expressed his opin- 
ion that not enough attention had been 
paid to these two different banking 
functions. “In the minds of many,” 
he said, “the only solution to the whole 
problem is the complete institutional 
separation of savings and commercial 
banking. 

“Postal savings,” he stated, “con- 








se, 


tinues as unfair competition with the 
savings business in banks.” He felt that 
-the need for a postal savings system no 
longer existed now that deposits are in- 
sured and now that the great bulk of 
foreign nationals to whom the system 
was designed to appeal have been ab- 
sorbed in our population. He pointed 
out that postal savings as of May, 1935, 
amounted to $1,237,000,000 of which 
amount only $412,000,000 was rede- 
posited in banks. The rest, over $800,- 
000,000, had been taken out of the 
various communities and sent to Wash- 
ington for investment. 


MORTGAGE LENDING 


A feature of the Savings Division 
program was an excellent address by 
Philip A. Benson, president of the 
Dime Savings Bank of Brooklyn who 
described the co-operative efforts which 
have been made by Brooklyn mortgage 
lending institutions to put the business 


on a stable and sound basis through 
exchanging information, gathering im- 
portant data and statistics and eliminat- 
ing unfair and hampering competition. 

Mr. Benson expressed himself as be- 
ing decidedly opposed to the rediscount- 
ing of mortgages in order to obtain 
funds to make more mortgages. Mort- 
gage investments, he held, should be 
made only by institutions which can 
hold them for long periods of time. 
“If the experiences of mortgagees,” he 
said, “have taught them anything, it 
has taught them that, with scarcely any 
exceptions all mortgages should be 
amortized.” By its very nature, he said, 
real estate should be financed on a long 
term basis and it is illogical to loan 
money on mortgages for a short term, 
knowing full well that the loan cannot 
be paid at maturity. 

In outlining ten dangers of mortgage 
loaning he emphasized as the most dan- 
gerous the practice of banks in compet- 
ing for loans. “Banks in the same 
locality,” he said, “should not as a rule 
take loans away from each other. They 
should know what other banks are offer- 
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ing and should not play into the hands 
of the borrower by increasing an offer 
made by another bank.” 

The balance of his address was taken 
up by a detailed description of the 
workings of the Group V Mortgage 
Information Bureau which has done so 
much to improve the Brooklyn mort- 
gage situation. 


A TRIBUTE TO THRIFT 


It was appropriate that the Savings 
Division should go on record in support 
of the ancient virtue of thrift which 
has been so questioned and abused by a 
certain group of New Deal economists 
who would convince the American 
people that “spending” is a virtue and 
“saving an outworn horse and buggy” 
custom that was once quaint but is now 
outmoded. A defense of thrift could 
have been placed in no better hands 
than those of capable Dr. A. H. 
Giannini, chairman of the executive 
committee of Bank of America National 
Trust and Savings Association, Los An- 
geles. 

We are recovering from the depths 
of depression, said Dr. Giannini, “be- 
cause millions of Americans saved their 
money in the past, protected their sav- 
ings through hardship and _ vicissitude 
against loss and against the temptations 
of undue hazards and consequently have 
it yet. 

“We know now, by the clear dem- 
onstration of the past decade, that thrift 
is as essential to the progress and se- 
curity of our technological civilization 
as it was to the preservation of the 
pastoral and handicraft civilizations 
which preceded ours. . . . 

“Slowly but surely our experience 
with the misuse of thrift is forcing us 
back upon an older and sounder phi- 
losophy and upon which the savings 
bank was founded. Through the be- 
wilderments of our technological econ- 
omy, we are becoming acquainted once 
more with the basic, simple fact that the 
purpose of thrift is to provide the in- 
dividual not with a nest-egg of specula- 
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but with personal economic security; 
and that by providing enough indi- 
viduals with this basic economic se- 
curity, thrift and thrift alone can pre- 
serve the security of society and of 
civilization itself.” 


ELECTION OF OFFICERS 


At the conclusion. of the meeting, 
Phillip A. Benson, president of the 
Dime Savings Bank, Brooklyn, N. Y., 


State Bank Division Meeting 


The meeting of the State Bank Di- 
vision was held on the afternoon of 
November 11, and was presided over 
by James C. Bolton, vice-president, 
Rapides Bank and Trust Company, 
Alexandria, La., who is president of the 
division. In his annual address which 
opened the proceedings, Mr. Bolton said 
that the decline in the number of state 
chartered institutions, which had been 
going on since 1921, was virtually 
checked in the current year. This fact, 
he said, was reflected in the internal af- 
fairs of the State Bank Division which 
showed a gain of 236 members, bring- 
ing the total to 6019, which represents 
more than half the entire membership 
of the American Bankers Association. 

President Bolton expressed his satis- 
faction with the work done by the asso- 
ciation in eliminating many of the un- 
sound features of the Banking Act of 
1935, the final result being what he 
termed as “acceptable,” thanks to ef- 
fective co-operation of banking and leg- 
islative officials. Concerning state legis- 
lation. he said: 


“Even though recovery has begun, 
a deal of legislation growing out of de- 
pression conditions is still being intro- 
duced. For example, in thirteen states 
measures declaring moratoria on fore- 
closures of real estate were introduced, 
and in five states such measures were 
passed. Three were defeated and five 
were pending. Similarly bills abolishing 
deficiency judgments on foreclosures of 
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tive wealth nor with political leaders 







was elected president of the Division 
for the coming year and Noble R. 
Jones, manager, savings department, 


First National Bank, St. Louis, Mo., 


was elected vice-president. 

Mr. Benson was born in New York 
City in 1881. He is a graduate of New 
York University and qualified for Certi- 
fied Public Accountant in New York. 
With the Dime Savings Bank of Brook- 
lyn he has been assistant secretary, secre- 
tary, treasurer and, finally, president. 


real estate mortgazes were introduced in 
ten states. Only one of these became 
law, five were defeated and four were 
pending. In five states the attempt was 
made to prohibit by law the imposition 
of service charges for bank service. In 
four states this attempt was defeated 
and in one it was pending.” 


He expressed regret at the unsettled 
political situation in many states which 
had resulted in changes in the state 
supervising authorities and expressed his 
strong belief that bank supervision 
should be completely divorced from all 
political influence. 

In the long run, however, he said, 
the real responsibility for keeping state 
banking sound rests with the bankers 
themselves and depends upon a constant 
effort to improve the technique of bank- 
ing. An important step in this direc- 
tion, he said, is the improvement of 
loaning and investment policies to re- 
duce the write-offs which have had such 
a damaging effect on bank earnings. He 
urged that consideration be given to 
eliminating the payment of too large 
a proportion of gross income as interest 
on deposits, and to a more universal 
adoption of the practice of making serv- 
ice charges. 

He complained of the competition of 
the Postal Savings System and urged 
that its activities be restricted to those 
communities where banking facilities 
were not available. 








n 


aa ei eee oe oe aC 


eee 


THE BANKERS MAGAZINE 


BANK SUPERVISION 


The next speaker- was H. B. Wells, 
secretary of the Commission for Finan- 
cial Institutions, State of Indiana. The 
title of his address was “Management 
and the New Supervision.” “Born of 
the collapse of our commercial banking 


system,” he said, “there has been erected © 


over and above, round and about, the 
banking industry in this country, the 
most complex regulatory system ever 
imposed on any business by govern- 
ment.” He was not out of sympathy 
with this supervision which he felt was 
necessary to prevent the frequent mis- 
takes of management but voiced the 
following warning: 

“Unless this supervisory colossus, con- 
taining as it does provisions for the in- 
surance of deposits, is administered 
calmly and wisely, it can bring in its 
wake such chaos that not only will our 
commercial banking structure be scut- 
tled, but also the very foundations of 
capitalism will be shaken.” 

One of the greatest problems of su- 
pervision, he stated, was the simplifica- 
tion and standardization of the present 
system of call reports and earning and 
dividend statements. The use of a 
different form by the FDIC, the Fed- 
eral Reserve, the national department, 
and of each of the forty-eight state 
supervisory agencies leads to confusion, 
he stated, and should no longer be 
tolerated. 

He then described the progress that 
is being made in standardizing examina- 
tions and urged the members of the 
division to support this movement and 
urge their local state legislatures and 
state supervising authorities to adopt a 
common standard in the interest of 
greater efficiency. 


INVESTMENT PROBLEMS 


A brilliant discussion of the “Invest- 
ment Problems of Banks” was next on 
the program contributed by J. Harvie 
Wilkinson, Jr., vice-president, State- 
Planters Bank and Trust Company, 
Richmond, Va. 
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“To solve the investment phase of a 
bank’s problem,” he stated, “there are 
reasonably clear alternatives. The pur- 
chase of a sufficient volume of long term 
bonds, consisting of a mixture of gov- 
ernments, municipals and corporate is: 
sues, will return at least a livable in- 
come. But even though we now enjoy 
the fat and richness of a high interest 
income relative to prevailing interest 
rates, we may, unless the situation is 
most carefully gauged, find ourselves so 
loaded with bonds that upon a revival 
in the demand for funds on the-part of 
commerce or upon the occasion of some 
eventful happening, we shall be unable, 
except at great sacrifice, to liquidate 
those bonds either to ward off the event- 
ful happening or to satisfy the needs of 
commerce. 

“I have mentioned an alternative and 
it is this. A bank can invest its funds 
as fully as possible in very short term 
bonds due in three or four years or less 
and in such amount as each institution 
feels the situation will allow in moderate 
term maturities of five to seven years. 
By carrying out this procedure, the in- 
come account will be drastically lessened 
and the extent to which one is willing 
to adopt this second alternative will vary 
among banks. But it is reasonably 
clear, I think, that from the standpoint 
of sound banking operations, alternative 
number two would, under the existing 
conditions, be the choice of everyone. 
Please do not misinterpret me. From 
the standpoint of sound investment 
policy I should be glad to purchase a 
substantial percentage of long term gov- 
ernment bonds and prime corporate 
credits if money rates were high. Al- 
ways, of course, I am referring to ex- 
isting conditions.” 


Mr. Wilkinson urged that responsi- 
bility for “operating within the frame- 
work of the bank’s investment policy” 
be left to one individual—making doubly 
sure that that individual knows securi- 


ties. This, he felt, was preferable to 
what he called the “wigwam” method 
of consultation among a group of in- 
dividuals. The latter method generally 
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resulted, he said, in giving in to the 
prejudices of certain individuals or in 
such an “unholy compromise” that re- 
sults were far from satisfactory. 

“A significant part of many institu- 
tions’ investment policy,” said Mr. 
Wilkinson, “is consultation with corre- 
spondent banks. The exchange of ideas 
and of facts uncovered is helpful and I 
do not feel this phase has ever been 
adequately exploited. It is indispensable, 
however, that the full situation in the 
inquiring bank be known—type of funds 
it is desired to invest, condition of port- 
folio and the general policy being fol- 
lowed. Without this knowledge, any 
inquiry saying, “We wish to invest 
$50,000" is meaningless and can never 
result in a sound and really worthwhile 
relationship.” 

Concerning the Government debt he 
said that he felt the figures “were the 
most alarming that any American could 
hear. I am alarmed,” he said, “not 
at the existing debt, but at its growth, 
at the constancy and nature of the trend, 
and at the tendency of the banks to 
absorb more and more of this increasing 
debt.” 

He said he did not feel that there was 
any grave immediate danger of the Gov- 
ernment bond market being “rocked by 
an appreciable tightening of money 
rates” but he expressed wonder at just 
what limit should be set on the banks’ 
ability to absorb Government issues. 


“When I speak of there being a limit 
to the banks’ absorption of Government 
bonds, I do not think, as some do, that 
banks today are buying Government 
bonds under duress because of the 
R. F. C. Our financial institutions 
bought Government bonds because they 
had to make overhead and because Gov- 
ernment bonds’ offered the most imme- 
diate opportunity to employ funds. More- 
over, so far as the Government itself, 
viewed as a political entity, is concerned, 
I do not fear but what it can always be 
financed by the banks if the maturity 
is right and the interest rate meets the 
market, but from the standpoint of the 
broad welfare of our people as a social 
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group and from the standpoint of being 
ready to satisfy commerce, I wish I had 
some way of measuring just how much 
more Government paper the banks can 
absorb. The whole picture begins to 
take on a distortion. Our deficit con- 
tinues; our gold certificates are so large 
in number; our gold imports have been 
at huge figures this year; our excess re- 
serves are so stupendous; the resources 
at the command of our treasury are so 
stupendous that if a man reasoned on 
the basis of these factors, he could only 
conclude easy money for years to come.” 


INSURED MORTGAGES 


The last speaker of the session was 
Richard R. Quay of counsel, Federal 
Housing Administration. Mr. Quay 
devoted his address to an enthusiastic 
exposition of the merits of mortgages 
insured under Title II of the National 
Housing Act. The double A rating 
which he said should be accorded to 
this type of mortgage was based, he ex- 
plained on “Appraisal and Amortiza- 
tion.” 

“Sound appraisal,” said Mr. Quay, 
“bears the same relation to a mortgage 
transaction as a fulcrum does to a lever. 
For a mortgage loan, it is the one virtue 
without which the preservation of any 
other is practically impossible. After 
the event, it is now easy for anyone to 
see that the appraisal methods commonly 
used in the past were shortsighted and 
utterly haphazard. Their deficiences 
were not attributable to stupidity or 
negligence on the part of mortgage 
lenders. They are partly the result of 
the accepted system of home mortgage 
finance, based upon the short term, un- 
amortized mortgage; partly the result 
of the absence of statistics capable of 
supporting reasonable estimates of actual 
and continuing value.” 

The business of appraising home prop- 
erties may never achieve the status of a 
science, he said, but it is rapidly become- 
ing something of an art and the Federal 
Housing Administration system is far 
superior to anything heretofore at- 
tempted. 
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Amortization is just as important as 
appraisal in Mr. Quay’s opinion and 
he offered the following incident in sup- 
port of his assertion: 


“In 1929 a bank in New Jersey be- 
gan making only amortized mortgage 
loans. Recently they advised us that, in 
May of this year they appraised the 
properties under these morgtages and 
found that the loans then represented 
an average of 43 per cent. of the value 
of those properties—substantially the 
same average ratio upon which the loans 
were originally made. This shows con- 
clusively that under the most adverse 
conditions, amortization about equalled 
depreciation.” 


Under the National Housing Act, 
amortization is made by equal monthly 
payments consisting of principal, interest 
and all other continuing charges such as 
taxes and hazard insurance. This, he 
said, is a wise provision since most bor- 
rowers receive their income or salaries 
monthly and it is easier for them to pay 
monthly than either quarterly or semi- 
annually. 

In concluding he asked his listeners 
to consider insured FHA bonds as the 
soundest kind of bank investments. 
“Where else,” he asked, “in a period of 
cheap money that seems almost certain 
to continue for years, can any other in- 
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vestment, comparable in yield, security 
and liquidity be found?” 


THE RESOLUTIONS 


In the adopted resolutions the Division 
reafhrmed “its time-honored principles 
as standing primarily for the interests of 
the State Unit Bank as opposed to trade 
area or nation-wide branch banking.” 
Members were urged to “broaden and 
extend their loaning activities” and the 
Government was asked to withdraw 
from loaning activities in competition 
with the banks as rapidly as possible. 
The resolutions also recommended that 
postal savings interest rates be reduced 
and that the rate paid on RFC pre- 
ferred stock and capital stock notes be 
reduced. 


ELECTION OF OFFICERS 


Fred B. Brady, vice-president of the 
Commerce Trust Company, Kansas City, 
Mo., was elected president of the Di- 
vision for the coming year and H. M. 
Chamberlain, vice-president of Walker 
Bank and Trust Company, Salt Lake 
City, Utah, was elected vice-president. 

Since graduation from college Mr. 
Brady has devoted his entire business 
career to banking. He is a past presi- 
dent of the Missouri Bankers Associa- 
tion. He is a Democrat and makes his 
home in Kansas City, Mo. 


National Bank Division Meeting 


The meeting of the National Bank 
Division was held on the afternoon of 


November 12. In his annual address 
C. J. Lord, president of the Division 
pointed out that the national banking 
system has now total resources almost 
as large as at any time in its history. 
Mr. Lord is vice-president of the Na- 
tional Bank of Commerce of Seattle, 
being manager of the Capital branch in 
Olympia, Wash. On June 29 last, he 
said, total assets df all national banks 
were in excess of twenty-six billions of 
dollars—a gain of more than two bil- 
lions in the last year. 

He discussed briefly recent Federal 


banking legislation and said that while 
he did not approve of the Banking Act 
of 1935 in its entirety he felt that 
many, if not most, of its provisions were 
desirable. He expressed his regret at 
the “banishment” of national bank notes 
the privilege of issuing which the Na- 
tional Bank Division had always “re- 
garded as its birthright.” “Despite the 
attacks made upon it,” he said, “the 
Division always welcomed the opportu- 
nity to defend the principle of the na- 
tional bank note, and it continues to 
point with pride to its accomplish- 
ments.” 

He deplored the encroachment of the 
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Government into the field of money 
lending and said that the Government 
owes no duty to perform for citizens 
that which they can do for themselves. 
“There is not a single member of the 
Division,” he said, “who would not 
welcome the opportunity to make 
further loans for worthy purposes, and 
thus give that additional necessary im- 
petus to business.” The demand for 
loans, however, is still lacking, he said. 

On the subject of public relations 
Mr. Lord was optimistic stating that 
“public confidence has been completely 
re-established. Recognition of the value 
and the indispensability of privately 
conducted banking facilities in each 
locality is fully developed,” he said, 


“and it cannot be denied that there 


is offered to the public a_ banking 
service never before excelled and en- 
tirely adequate to meet current and 
future needs. 

“Banks still are confronted with dras- 
tically low earnings, and the future 
offers no assurance of any appreciable 
early betterment. In contrast to the 
rise in prices of commodities, interest 
rates have continued to decline. Bor- 
rowings and new securities issues are at 
low ebb, though we find that general 
business has improved.” 

In closing he said that he had courage 
enough to “believe in the possible ap- 
proach of a period so filled with com- 
pensations for individual enterprise that 
the expanded weight of governmental 
control will be supplanted permanently 
by the maximum of a wisely conducted 
private management.” 


GOVERNMENT LENDING 


“Government Lending Agencies and 
Their Relationship to Commercial Banks” 
was the title of an address by Wood 
Netherland, vice-president, Mercantile- 
Commerce Bank and Trust Company, 
St. Louis, Mo. Although the theme of 
Mr. Netherland’s address was the need 
for Government withdrawal from loan- 
ing operations which compete with pri- 
vate banking he recognized the real 
need for the creation of Government 


instrumentalities during the acute stage 
of the depression in order to intervene 
between debtor and creditor as a neutral 
agency. “It gradually dawned upon 
society,” he said, “that if the gap be- 
tween debtor and creditor was to be 
bridged and chaos prevented, much of 
the loss incident thereto must be dis- 
tributed upon the whole citizenry 
through the medium of the public treas- 
ury.” 

The Government lending agencies 
which competed with private banks he 
listed as follows: 

The Reconstruction Finance Corpora- 
tion 

The Home Owners’ Loan Corporation 

The Federal Land Banks 

The Short-term Credit Agencies for 
Agriculture. 

He urged that further and continuous 
study should be given to the real estate 
mortgage problem and said that he felt 
that real estate loans predicated upon 
sound appraisals are still prime invest- 
ments. This field, he thought, was too 
large and too lucrative to abandon 
simply because, for the time being, 
proper machinery within the banking 
structure was not available. He felt 
that there were possibilities for a de- 
posit contract, on time deposits, which 
would permit investment in sound real 
estate securities without subjecting 
banks to the danger of non-liquidity. 

On the matter of farm loans he urged 
that country banks reduce their rates 
to borrowers. In the past, he said, the 
practice was to render free service to 
depositors and depend upon loan rates 
to cover the expense of doing business. 
Now, he said, that depositors are pay- 
ing service charges to cover the cost of 


the service rendered them it should be 


possible to reduce the charges to bor- 
rowers. 

He said that more than 4,500,000 
citizens are now indebted to various 
Governmental loaning agencies and 
pointed out the potential political 
strength of this block of votes. This 
political strength of borrowers, he felt, 
could not help but influence Govern- 
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ment policies and prevent the imposi- 
tion of sound credit restrictions. 

“I believe that our private banking 
system,” he said in conclusion, “is the 
one best adapted to the peculiar needs 
of our wide and diversified national 
life. It is due to this system, in no 
small measure, that we, have produced 
50 per cent. of the world’s wealth with 
6 per cent. of the world’s population, 
and notwithstanding statements of re- 
formers to the contrary, this wealth is 
so evenly divided that immigration bar- 
riers must still surround this land of 
opportunity lest the peoples of a 
troubled world make a beaten path to 
our door.” 


ELECTION OF OFFICERS 


Carl W. Allendoerfer, executive vice- 
president, First National Bank, Kansas 
City, Mo., was elected president of the 
Division and William F. Augustine, 
vice-president, National Shawmut Bank, 
Boston, Mass., was elected vice-presi- 
dent. Mr. Allendoerfer was born in 
Carlinville, Ill, in 1880. He was 
educated and began his banking career 
in Kansas. He has been assistant cashier 
of the American National Bank of 
Kansas City, Mo.; and auditor, as- 
sistant cashier and vice-president of the 
bank of which he is now executive vice- 
president. 


State Secretaries Section Meeting 


The meeting of the State Secretaries 
Section was held on the afternoon of 
November 12 with George A. Starring, 
president of this section, presiding. The 
program consisted mostly of the re- 
ports of various committees. 

President Starring submitted his an- 
nual report as president in which he 
reviewed the activities of the Section 
during the past year. 

T. P. Cramer, Jr., secretary of the 
Oregon Bankers Association, submitted 
the report of the Banking Education 
Committee and summarized the work 
being done in various states along educa- 
tional lines. 

Ray O. Brundage, executive manager, 
Michigan Bankers Association, brought 
in the report of the Committee on 
Legislation which reviewed briefly bills 
passed by various state legislatures af- 
fecting banking. 

H. B. Crandall, vice-president of the 
First State Bank, Salina, Utah, pre- 
sented the report of the Bank Manage- 
ment Committee in which he outlined 
the projects of better bank management 
being undertaken by the different state 
associations throughout the United 
States. Among those mentioned were: 
Keeping interest rates to a profitable 
base so that a bank may build up its 


surplus to meet bad loans, or unfortu- 
nate investments; discussions of bank 
costs; standardization of bank forms; 
frequent officers’ and employes’ meetings. 

Eugene P. Gum, secretary of the 
Oklahoma Bankers Asosciation, made 
an address on “Contact with Legisla- 
tors” in which he made some valuable 
suggestions for constructive co-operation 
with law-makers in the interest of sound 
banking. Bankers, he said, have great 
responsibilities and should have a right 
to sit in and help mould such legislation 
as will be helpful to the best interests 
of the state and the nation as a whole. 

Investigation looking to reduction of 
surety rates on coverage for bank funds 
was urged in the report of the Com- 
mittee on Insurance and Protection 
which was presented by the committee 
chairman, William Duncan, Jr., secre- 
tary of the Minnesota Bankers Associa- 
tion. Mr. Duncan pointed out that, in 
a number of states, there are companies 
operating surety business at reduced 
rates, and declared that these companies 
are “of sound financial standing” and 
have “reputations as to fairness that 
cannot be challenged. This,” he con- 
tinued, “convinced me that in many 
states the present rates are unfair and 
could be readjusted so that the business 
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ONE OF AMERICA’s Most INTERESTING BANKING FIGURES 


A. P. Giannini, chairman of the board and president of Bank of America, National 
Trust and Savings Association, is one of the dominating banking personalities of the 


country. 


He controls in California a bank with 430 branches in 262 California 


communities, with resources of $1,113,000,000; in Oregon, the First National Bank 
of Portland with 22 branches; in Nevada, the First National Bank of Reno with five 


branches. 


could be made profitable for the under- 
writing companies at a tremendous sav- 
ing that would enure to our member 


banks.” 


ELECTION OF OFFICERS 


David M. Auch, secretary of the 
Ohio Bankers Association, was elected 
president of the Section for the coming 
year. Theodore P. Cramer, Jr., secre- 


To this group new units are constantly being added. 


tary of the Oregon Bankers Association, 
was elected first vice-president and W. 
Gordon Brown, executive manager, 
New York State Bankers Association, 
was elected second vice-president. 

Mr. Auch was born in Chillicothe, 
Ohio, in 1895. Before going into as 
sociation work he was engaged in a 
newspaper career. He is a Democrat 
and makes his home in Columbus, Ohio. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


JERSEY BANK TO BUILD NEW 
HOME 


THE Hillsdale National Bank, of Hills- 
dale, N. J., has completed plans for 
a new bank building to be completed 
by March 1, 1936. The contract has 
been awarded to Tilghman, Moyer 
Company, Allentown, Penn. 


DEAN OF SAN FRANCISCO 
BANKERS RETIRES 


JouHn E. Fitzpatrick, vice-president of 
the Bank of America, retired on Octo- 
ber 31 after having been actively 
engaged in banking affairs in San 
Francisco for almost half a century. 
Mr. Fitzpatrick retired voluntarily 


under Bank of America’s pension plan 
and is contemplating a trip to the 


Orient in the near future. 


N. Y. CITY BANK STOCKS 


New York City Bank stocks registered 
moderate gains during October accord- 
ing to Hoit, Rose & Troster. Opening 
October 1 at 47.21 the weighted aver- 
age of seventeen leading issues reached 
the month’s low of 46.35 on October 9. 
Trading range was narrow, however, 
until the last half of the month, when 
an upward, trend developed which car- 
ried the average to the month’s high 
of 52.34 on October 30. The close 
was lower at 50.99 on October 31. 


FAR WESTERN BUSINESS GAINS 


REACHING the highest level of the past 
45 months, Bank of America’s index 
of Far Western business stood at 70.8 
at the end of September, a gain of 2.6 
per cent. over the preceding month and 
an increase of 11.3 per cent. over Sep- 
tember of last year. Western bank 
debits, index of business velocity, gained 
16.7 per cent. during the first three 
quarters of. the current year in com- 
parison with the like period of 1934. 


PURCHASES McCLOUD 
NATIONAL BANK 


PuRCHASE of the McCloud National 
Bank in Siskiyou County, with total 
resources of $1,234,000 has been an- 
nounced by L. M. Giannini, president 
of Bank of America, California. The 
McCloud institution will be operated 
as the McCloud Branch of Bank of 
America. 


IMPORTANT TOPEKA ‘ANNI- 
VERSARY 


THE National Bank of Topeka, Kansas, 
distributed copies of the Fiftieth Anni- 
versary Edition of the Topeka State 
Journal which tells in a graphic and 
interesting manner the history of To- 
peka and Kansas during the past fifty 
years. “We today face the years to 
come with confidence,” writes Carl W. 
McKeen, president of the Bank, “be- 
lieving Topeka is still a city of the 
future and it will be one of the pur- 
poses of this bank to devote its efforts 
to the conservative building of an even 
greater community and commonwealth.” 


GENERAL MOTORS DIVIDEND 


AT a meeting held last month the 
directors of General Motors Corpora- 
tion declared a regular dividend of 50 
cents.and an extra dividend of 50 cents 
per share on the common stock payable 
December 12, 1935, to stockholders of 
record November 14. They also de- 
clared a dividend of $1.25 per share 
on the $5 preferred stock payable Feb- 
ruary 1, 1936, to stockholders of record 
January 6, 1936. 


JOSEPH WAYNE CELEBRATES 
IAANNIVERSARY 


JosEPH WAYNE, Jr., president of the 
Philadelphia National Bank for the past 
twenty-one years, recently celebrated the 
completion of the forty-fifth consecutive 
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New armored Dodge truck just put in service by the Seaboard National Bank of 
Hollywood, California. It thas double walls of reinforced steel between which three 
inch layers of felt and canvas have been placed. The combination of steel and inner 
linings is said to render the occupants or the contents of the body secure from any 
attack. The windshield and cab windows are of bullet-proof glass. Defensive equip- 
ment includes automatic tear gas bombs, machine guns of a new pattern, and 
an emergency switch through which the ignition current can be shut off and the 
car brought to a stop in case the driver should be injured. 


year of service with the institution 
which he heads. Mr. Wayne began 
his banking career in 1890 with the 
Girard National Bank. When the 
Girard was consolidated with the Phila- 
delphia National in 1926 he became 
president of the combined institution. 
He is also president of the Philadelphia 
Clearing House Association. 


STATE-PLANTERS CELEBRATES 
70TH ANNIVERSARY 


On December 8 the State-Planters Bank 
and Trust Company, Richmond, Va., 
will celebrate the 70th anniversary of 
its founding, as it was on December 8, 
1865, that the Planters National Bank 
received its charter. The second unit 
of the State-Planters was established on 
July 1, 1870, when the State Bank of 
Virginia opened its doors. During the 
week of its anniversary celebration a 
lobby display at the Head Office will 
portray the progress in banking methods 
since 1865 with exhibits from the old 
style individuals ledgers down to the 


Recordak. A special set of seven anni- 
versary advertisements depicting seventy 
years of progress, each one beautifully 
illustrated, will appear in local news- 
papers. 


COMMERCE TRUST CELEBRATES 
ANNIVERSARY 


Last month the Commerce Trust Com- 
pany of Kansas City, Mo., completed 
its seventieth year and in celebration 
kept open house all day of the 27th. 
The day before Thanksgiving was se- 
lected to celebrate as an “appropriate 
day on which to express to our friends 
our gratitude for their loyalty and good 
will.” 


“MONEY AND BANK DEPOSITS” 


At the convention of the A. B. A. at 
New Orleans a pamphlet was distrib- 
uted to all delegates entitled “Money 
and Bank Deposits’ by Harvey S. 
Chase. Mr. Chase is a prominent 
Massachusetts accountant and he has 
made a special study recently of the 
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arguments of those who favor “social 
credit.” He has written a number of 
articles refuting these arguments. Read- 
ers who would like copies of this 
pamphlet may obtain them by writing 
to the author at South Hamilton, Mass. 


MISS GROVER HEADS WOMEN 
BANKERS 


Miss ELIZABETH S. GROVER, manager 
of the women’s department of the 
Forty-second Street branch of the Chase 
National Bank, New York, has been 
elected regional vice-president of the 
Middle Atlantic Division of the Asso- 
ciation of Bank Women. Miss Grover 
has been associated with the Chase since 
1919. 


DEATH OF MRS. JAMES B. 
FORGAN 


Mrs. Mary ELLEN ForGAN, widow of 
James B. Forgan, died in Chicago on 
October 31 at the age of 84. Mr. 
Forgan at the time of his death was 
chairman of the board of the First 
National Bank of Chicago. 


A FEE FOR CREDIT INFORMA- 
TION 


“SHOULD banks charge a fee for credit 
information?” The Southwestern Banker 
has been conducting an inquiry to find 
out if the banks of the Southwest think 


that such a fee should be collected. 
Opinions received to date indicate that 
there is a strong feeling that credit 
information should be charged for and 
the nominal fee of 50 cents is mentioned 
as a fitting charge. 


“ACCRUAL ACCOUNTING” 


THOMAS GRANVILLE Bocc, auditor of 
the Stock Yards National Bank of South 
Omaha, Neb., has written and pub- 
lished a handbook for all bank income 
and expense accruals which is entitled 
“Accrual Accounting.” It is devoted 
to an exposition of the system of ac- 
crual accounting which the author rec- 
ommends as simple, adequate and eco- 
nomical to install and operate. 
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CHECK ENDORSED BY NEGUS 
GOES THROUGH NEW 
YORK CLEARINGS 


A CHECK in the ancient Amharic lan- 
guage of Ethiopia and bearing the per- 
sonal endorsement of Haille Selassie 
passed through the New York: Clearing 
House last month and was presented 
for payment to the National Safety 
Bank and Trust Company of New 
York. Drawn to the order of the 
Ethiopian Emperor, the check repre- 
sented a gift of $50 to the Ethiopian 
Red Cross from Max J. Schneider, 
president of the National Safety Bank. 


ADVOCATES 6 PER CENT. RATE 
FOR MORTGAGES 


WRITING in Savings and Loans E. A 
Skehan presents a strong plea for the 
6 per cent. interest rate on mortgages. 
Mr. Skehan thinks that the tendency of 
late has been to do everything for the 
borrower and not enough for the saver 
“who by living a careful life endeavors 
to accumulate money for his future 
needs.” He thinks that a 6 per cent. 
rate is justified and that its adoption 
by various savings institutions would 
make it possible to pay a higher rate 
of interest on savings accounts. 


ALL COLORADO BANKS HAVE 
SERVICE CHARGES 


WITH the installation of service charges 
in Fremont County every bank in 
Colorado now has charges for all types 
of service a record which it is believed 
cannot be equalled in any other state. 
Bankers of the state are enthusiastic 
over the results so far. 


100% NICHOLS TO ASSESS 
DEPOSITORS 


J. M. (100%) NicHo.s, president of 
the First National Bank of Englewood, 
Ill., has announced that depositors of 
his bank will have to pay the cost of 
Federal deposit insurance. “It is your 
deposits that are being insured,” he 
wrote in a letter to depositors, “and 
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naturally it is your deposits which must 
be assessed the premium.” Assessment 
will be made December 15 on all de- 
posits over $100 at the rate of 75 cents 
for each $1,000 or fraction thereof. 


WILL OPEN OFFICE IN 
STOCKTON 


THE American Trust Company of San 
Francisco has completed arrangements 
for opening an office in Stockton, Calif. 
A long lease has been taken on cen- 
trally-located quarters and after the 
necessary remodeling complete com- 
mercial, savings and trust facilities will 
be made available. 


SELLS MORE TRAVELERS’ 
CHECKS 


INDICATING a_ substantial increase in 


year ‘round travel by residents of Los 
Angeles County, a 10 per cent. increase 
in the sale of travelers’ checks by Cali- 
fornia Bank during the year ended 
October 31 over the same period in 


1934 is reported by C. A. Barker, vice- 
president of the bank’s foreign depart- 
ment. 


AGAIN HEADS LOS ANGELES 
CLEARING HOUSE 


HERBERT D. Ivey, president of the Citi- 
zens National Trust and Savings Bank 
of Los Angeles, has been re-elected 
president of the Los Angeles Clearing 
House Association. G. M. Wallace, 
president of Security-First National 
Bank was re-elected vice-president, and 
Henry N. Thompson was re-elected 
secretary manager. 


SERVICE CHARGES 


A suRVEY by the bank management 
commission of the American Bankers 
Association, dealing with reports from 
587 clearing house associations, indicates 
that in 75 per cent. of the cases service 
charges are in effect in banks under 
clearing house rules, and in 20 per cent. 


institution. 


the individual members of the associa- 
tions have their own set of service 
charges. These reporting associations 
represent about 3842 banks or about 
25 per cent. of the banks in the United 
States. The survey expressed approval 
of the tendency towards the establish- 
ment of systems under which charges 
are made on the basis of the number 
of checks drawn each month. 


L. M. GADDIS CELEBRATES 25TH 
ANNIVERSARY 


L. M. Gappis, president of the Jackson- 
State National Bank of Jackson, Miss., 
recently celebrated the twenty-fifth an- 
niversary of his connection with that 
On the occasion of the 
anniversary he was presented with an 
engraved silver pitcher by the directors. 


IMORRIS PLAN OF VIRGINIA 


THE Morris Plan Bank of Virginia has 
issued a condensed statement of con- 
dition as of November 1, 1935. Total 
resources on that date were $13,699,- 
632.01; loans and discounts were $8,- 
560,792.64 and deposits were $12,028,- 
457.95, 


BANKERS’ CONVENTIONS 
—1936— 


May 4-6—Kansas-Missouri Bankers As- 
sociation, joint convention. 

May 7-8-—Oklahoma Bankers Associa- 
tion, Mayo Hotel, Tulsa. 

May 12-13—NMississippi Bankers Asso- 
ciation. 

May 19-21—Texas Bankers Association, 
Hotel Rice, Houston. 

May 20-21—South Dakota Bankers As- 
sociation, Aberdeen. 

May 25-27—lllinois Bankers Associa- 
tion, St. Louis. 

June 8 week—American Institute of 
Banking, Seattle. 

July 19-20—Montana Bankers Associa- 
tion, Mount Glacier Hotel, Glacier 
Park. 
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EVERY CORRESPONDENT IN YOUR 
BANK SHOULD READ 


BANK LETTERS 
THAT BUILD BUSINESS 


By 
A. A. KRETSCHMAR 


“Here is an unusual letter book 
inasmuch as the contents are made 
up almost entirely of sample 
lettere, classified according to 
their use. . . . A welcome de- 
parture. . ..” Printers’ Ink. 


Send for your copy on five days’ approval. 


Price $5.00 


©  Banxzrs PusrisHinc Co.,465 MainSr., Campero, Mass. 





PROMPT and RELIABLE 


information about Canada 


cee firms and 


ENQUIRIES INVITED 


THE. CANADIAN BANK 
OF COMMERCE 


HEAD OFFICE - + « TORONTO, CANADA 
Sir John Aird, President S. H. Logan, General Manager 


NEW YORK AGENCY . . . EXCHANGE PLACE AND HANOVER STREET 
Agents—C., J. Stephenson, R. B. Buckerfield and N. J. H. Hodgson 


Thaw Sut Frozen Loans 
and Build Good Will 


One of the surest ways to thaw out frozen commercial 
loans is to help the debtor companies work out. their 
operating and financial problems. Constructive assist- 
ance of this kind will build good will for and pay 
future dividends to the. bank. 


Our organization has handled successfully many slow . 
loan situations. We offer to other banks the samc prac- 
tical end economical service. Full information will be 
furnished on request. 


WILLIAM B. NICHOLS & Go. 


INCORPORATED 
Industrial Management Merchandising — Reorganizations 
49 WALL STREET NEW YORK 








